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PREFACE 


Professor Dr.Medhi Krongkaew has joined the School of Development 
Economics at the National Institute of Development Administration (NIDA) since 
2002. He left the school to take the position as a commissioner at the National 
Anti-Corruption Commission (NACC) in 2006. After Prof. Medhi Krongkaew 
stepped down from the NACC commissioner, he was back to the School and 
has actively worked on many research projects especially in the anti-corruption 
issues. Prof. Medhi Krongkaew is one of the best well-known Thailand’s academic 
economists, and his expertise is in various areas. With his works and experiences 
from the past 50 years, this book has shown his perception in reflecting Thailand’s 
development from his angle of view in many aspects. Starting from the first part, 
it addresses the economic crisis in 1997. The following captures the important 
and challenging issues in Thailand’s economy, which are poverty and income 
inequality. Public finance has been discussed in Part II. Then the development 
issues, higher education finance as well as corruption issues have been stressed in 
Part IV, V and VI respectively. 


It is an honor and a privilege to be able to express in public the admiration 
and affection that I hold for Prof. Medhi Krongkaew. With his continued energy 
and productivity, it is quite hard to believe for me to realize that this year 2018 
marks 50" Anniversary of his professional career as an economist actively working 
for so many remarkable outputs. 


As the Dean of the School of Development Economics, I am very honored to 
have this opportunity to publish Prof. Medhi Krongkaew’s book titled “Reflections 
on the Thai Economy and Society,” which is a part of his aspirations to share his 
long perceptions and understanding of Thailand’s economy and society to the 
academic society and the public. I would like to take this occasion to express my 
gratitude to Prof. Medhi Krongkaew for his contributions to the School for the 
past many years and I wish him all the best and continued pleasure in what he 
has loved to do. 


Assistant Professor Dr. Nada Chunsom 
Dean of the School of Development Economics 
National Institute of Development Administration (NIDA) 
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1. Introduction 


The year 2018 marks the 50" anniversary of my professional career as lecturer 
(and later professor) of economics, first at the Faculty of Economics, Thammasat 
University, and now at the Graduate School of Development Economics, National 
Institute of Development Administration (NIDA). I came back from New Zealand 
with a bachelor and masters of arts in economics and political science from Victoria 
University of Wellington, and the University of Canterbury, respectively, at the 
end of 1967, and after a temporary position as economist at the Department of 
Technical and Economic Cooperation (DTEC), Ministry of National Development 
(now defunct) for almost a year, I decided to become a lecturer of economics at the 
Faculty of Economics, Thammasat University where Dr Puey Ungphakorn was the 
Dean of the Faculty at that time. This was the decision that shaped my life today. 


Of course during the 50 years that I have been working at these two 
institutions, I have moved around to work at different places on a temporary basis 
to gain experiences and new knowledge, to earn extra income to supplement my 
meagre public servant salary, or to fulfil certain obligations. Worth mentioning are 
my various fellowships to do research and to teach in Japan (Japan Foundation 
Fellowship, Fellowship from Center for Southeast Asian Studies at Kyoto 
University, and teaching contracts at the Asia Pacific University (APU) in Beppu); 
my Fulbright Fellowships to do research at the University of California at Berkeley 
and San Diego, and Harvard Institute of International Development (HIID) at 
Harvard University, and teaching contract from the East Asian Institute to teach a 
course of Southeast Asian Economics at Columbia University in the City of New 
York; and my 4-year contract to work as Senior Research Fellow at the Research 
School of Pacific and Asian Studies, Australian National University. These 
temporary academic and professional assignments gave me ample opportunities 
to study Thai economy and society from within as well as from outside Thailand. 
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In the past 50 years I have seen Thailand transformed from a basically 
agricultural economy where the four major export items were memorized by most 
high school students at that time (namely rice, rubber, teak, and tin), to a newly 
industrialised country where major exports have changed to manufactured goods 
such as processed foods, textiles and wearing apparels, automobiles, electric 
appliances, electronic components, furniture, and so on. My perceptions and 
understanding of Thailand, its economy and society, may have changed from time 
to time with several changes in the events surrounding Thai development during 
this half a century, but these events have also made imprints on my long-term 
perceptions and understanding of the Thai economy and society. Fifty years on, 
I am certain that I have accumulated enough of these long-term perceptions and 
understanding to share them with my readers. This book is a part of my wishes to 
share these reflections. 


I would not go back to the beginning of the 1960s when Thailand embarked 
upon its conscious modern economic development. We have many good books 
on the Thai economy written by foreign and Thai scholars in the early 1960s to 
mid-1990s that most Thai economists and students could rely upon.! Suffice it 
to say that Thailand followed development models that most other East Asian 
economies had adopted, especially the four economic ‘tigers’ that had reached 
the stage of economic development to be called ‘newly industrialised countries 
(NICs)’ or ‘newly industrialised economies (NIEs)’, that is, to depend on market 
mechanisms for resource allocation, market competition for efficiency and 
macroeconomic stability, high savings and investment rates, investment in human 
capital, and appropriate and selective doses of government interventions. This is 
the famous development approach or model described in the World Bank’s East 
Asian Miracle (World Bank 1993). 


By mid-1990s, Thailand was poised to become ‘the Fifth Tiger’ in East Asia. 
However, major economic crisis struck in 1997, effectively stopped Thailand from 
growing, actually putting the country in reverse gear. The growth momentum was 
broken. The rise of Dr Thaksin Shinawatra, a new business entrepreneur turned 
politician, in 2001 had the promise of a major economic revival, but the experiment 


' For the books on Thai economy in the 1960s and early 1970s, see, for example, Ingram 


(1971), Silcock (1966), Muscat (1966). The two books written or edited by Thai authors published 
internationally are Medhi (1995), and Pasuk (1996) 
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with various massive populist policies under him had sown the seeds of political 
discontent. Five years under Thaksin’s leadership the country was engulfed in 
increasing acerbic political conflicts. Finally, in 2006, with the country tethered on 
the brink of chaos and un-governability, the military staged a coup and installed 
an interim civilian government. A new constitution was quickly drafted, and a new 
general election called for in less than two years. Thaksin’s party, however, won 
the new election again and was back in power. But the entrenched anti-Thaksin 
sentiments were so strong that protests against him and his government became a 
permanent fixture on the Thai daily life, especially in Bangkok. Thaksin-supported 
government lost its power through a coalition realignment in the parliament in 
late 2008 and saw the Democrats, the main opposition party, forming a new 
government. This time, the reverse political protests by the pro-Thaksin side were 
even stronger and more violent, resulting in a bloody crackdown of the so-called 
Red Shirts, the main group of Thaksin’s supporters, in 2010. The ensuing election 
after the end of the Democrats government again saw Thaksin’s party having a 
landslide win and returning to power, with his sister, Ms Yingluck Shinawatra, as 
the new prime minister. Various legal cases stemming from her abuses of power and 
misconducts in office resulted in her being removed from her prime ministership, 
and her refusal to leave office (claiming remaining legal responsibilities) plunged 
the country into deadlock and another possibility of a bloodshed, and triggered 
the military to launch another coup in May 2014. Despite a new constitution in 
early 2017, the country is still not out of the woods yet. If the military government 
decides to remain in power, the chance of a return to political normalcy will be 
remote. 


The collection of papers in this volume reflects some of my thoughts and 
positions with regards to many economic, political, and social issues that affect 
or influence the situations in Thailand today. As mentioned earlier, Thailand’s 
growth momentum was disrupted with the onset of the 1997 economic crisis, and 
the advent of ‘The Thaksin Phenomena’ which have generated hitherto unknown 
political conflicts had effectively stopped Thailand’s meaningful development. 


I have divided the book into six parts. Part I contains two chapters related to 
certain aspects of the 1997 economic crisis. Part II deals with analysis on poverty 
and income inequality that were claimed to be the reasons behind the rise of Thaksin 
and his political popularity. Part HI looks at public finance issues which are, in fact, 
the main area of my economic expertise before I switched to anti-corruption issues 
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in the late 2000s. In Part IV, I had a chance to analyse the main element of what 
I called ‘The Thaksin Phenomena’ which was his main economic policy during 
his first term in office as prime minister (known as Thaksinonics). There are two 
more chapters here on development issues in this Part. Part V is about the Thailand 
Income-Contingent and Allowance Loan Scheme or TICAL Scheme which was the 
new higher education finance system that I helped Thaksin government launch as a 
main government policy in 2006. Finally, Part VI is about some issues concerning 
governance and anti-corruption efforts in Thailand at present. 


2. Part |: Economic Crisis of 1997 


In my opinion, the economic crisis of 1997 was brought about by the ‘Over- 
Exuberance’ of the Thai private sector in the post-boom periods in the early 
1990s. Many had blamed the Thai government at that time to open up Thailand’s 
financial markets too early, causing widespread abuses of financial opportunities 
(such as borrowing short-term in overseas market for speculative stock market 
activities and/or long-term property market investments). But, to be fair, financial 
liberalisation at that time was a part of government strategy to prepare Thailand for 
anew NIE. However, it was the arcane and stubborn policy of the Thai government 
to maintain fixed exchange rate between the baht and the US dollar that spelled the 
collapse of Thai economic defence, and the crisis broke. In Chapter 1, I discussed 
the role of the International Monetary Fund or the IMF in its Thailand rescue 
mission. The idea was to understand this role in real situations, with no precedents 
and incomplete knowledge of the real Thai economy and society. In Chapter 2, I 
tried to address the question whether there are similarities or differences between 
the governments of Mr Chuan Leekpai, the leader of the Democrats Party, and Mr 
Thaksin Shinawatra, the leader of the Thai Rak Thai Party in their handling of the 
1997 economic crisis. And the answer to this question was that there were both 
similarities and differences such that it is incorrect to say that one government was 
right and the other was wrong, or one was better than the other. 


3. Part Il: Poverty and Income Inequality 

Income distribution was the subject of my Ph. D. dissertation at Michigan State 
University in 1975. It is natural, therefore, that I would build up my expertise and 
focus on this subject. On my return to Thailand to collect data for my dissertation 
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in early 1974, Thailand had just experienced its first major political change after 
the Second World War (the October 14, 1973 Event) as a result of students uprising 
in support of greater democratization. Dr Puey Ungphakorn who had just returned 
to Thailand after visits to several universities in the UK and the US, was appointed 
Chief Economic Advisor to the government of Professor Sanya Dharmmasakti. 
In this position, he wanted to initiate meaningful changes in the Thai economic 
policy. Two of these changes were the determination of an appropriate minimum 
wage for Thai labour, and the measurement of poverty in Thailand. Due to my 
related interest in income distribution, I was asked to carry out the second task. 
Although this delayed the completion of my thesis by almost a year, I was glad 
to accept this assignment, and the interest in poverty and income distribution has 
become my life-long passion. 


Chapter 3, which was the commissioned research for the International 
Labour Organisation (ILO) Bangkok Office, was my attempt to delineate the 
effects of macroeconomic policies on poverty in Thailand. Normally my research 
on poverty and income distribution up to this point was mainly on microeconomic 
aspects, especially on the statistical situations and the characteristics and problems 
of poverty measurement. I did not use any quantitative macroeconomic technique 
to measure their effects but the result should be obvious and acceptable. Chapter 
5 was another major research written at the time I was already in full cooperation 
with Professor Nanak Kakwani of the University of New South Wales in Australia, 
a well-known expert on poverty and income inequality measurements whose 
method of research I had used in my Ph. D. dissertation back in 1975. Professor 
Kakwani has always been a rare, all-round, quantitative economist who excels in 
mathematical modeling and the uses of statistics to explain a real policy. Therefore, 
his research always consists of both quantitative models and qualitative policy 
explanation. This Chapter 4 reflects Kakwani’s techniques and styles to give a 
comprehensive picture on the poverty in Thailand. The findings in this Chapter 
was also used as materials for the first National Human Development Report for 
Thailand by UNDP Thailand in 1999. 


I was able to answer the often-asked question about why income inequality 
in Thailand is so high in Chapter 5. As mentioned in the early part of this Chapter, 
I made a reference to similar interests and experiences of Professor Ishak Shari of 
the National University of Malaysia whose passing away was the reason for this 
lecture. The situations must have changed somewhat in the last several years, but 
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the causes or reasons mentioned in this chapter (concentration of land ownership, 
unfair wage and salary structures, different educational attainment, and unfair tax 
systems) must still be valid today. Chapter 6 is my latest research on poverty and 
income inequality problems of Thailand, with the focus on the remaining hardcore 
or chronic poor. 


4. Part Ill: Public Finance 


Public finance was my main teaching course at Thammasat until I retired from 
there in 2002. It is obvious that, apart from teaching, I also engaged in various 
research projects associated with tax and budgetary reforms. Chapter 7 on “Fiscal 
Discipline in Thailand: Is the Thai Government Clever or Just Lucky?” was my 
commissioned work for fiscal experts at the World Bank who admired Thailand’s 
Ministry of Finance in keeping the fiscal health of the country in good shape 
throughout the years, and would like to know my view on it. I would say that the 
Thai government was lucky to have a good law on fiscal administration (The Budget 
Procedures Act of B.E. 2502 which Dr Puey Ungphakorn had a substantial role in 
drafting it), and honest and clever finance officials to enforce it. Chapter 8 was part 
of the research report submitted to the Poverty and Income Distribution Division 
of the NESDB, to suggest certain tax policies that should help reduce persistent 
income inequality in the country. I must say, however, that Thai politicians are 
normally averse to any tax changes, and finance officials today are not as forthright 
as the past officials in keeping fiscal discipline. 


5. Part IV: Development Issues 


Chapter 9 was the paper that I wrote in 2003 to answer the question on the validity 
and suitability of ‘Thaksinomics’ or economic policies of Mr Thaksin Shinawatra 
that he promised before the election in 2001 and carried out soon after winning it. 
At the time of writing, the outcomes of many of these policies were still unclear, 
and it was hard either to praise or criticise without giving these policies more 
time to bear fruits. So, in this paper, I simply show some possible effects that 
can, or have resulted, in a certain way. If there were any doubts, I would give the 
benefits of these doubts to the credits of Mr Thaksin. In 2013, ten years after these 
policies during Mr Thaksin’s first term, I had a chance to look at these policies 
again, and was able to refer to some serious studies that question the suitability 
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of these policies (See Chapter 6 above). Chapter 10 was the result of research 
project funded by the Japan Foundation, which looked at the social protection 
of the elderly in Thailand. Again, this was a rare economic research on social 
protection of the Thai elderly people, and I hope that it will generate a follow up 
research 10 years on. 


Chapter 11 on A Reflection on the Future of Thailand’s Capital Market was 
a short paper that I wrote while enrolled as a student in Leadership Program, a 
special course organized by the Capital Market Academy (CMA) of Thailand. This 
organisation is a training institute of the Stock Exchange of Thailand (SET) but the 
most well-known feature about this CMA is its Leadership Program where students 
are invited from among the most outstanding, most successful entrepreneurs and 
business people, high-position public officials and politicians, and other important 
persons or individuals in the Thai society. While the stated purpose was to inform 
these high-performing individuals of the working mechanisms of the Thai capital 
market and their related issues, the real purpose was to enable these individuals 
from various sectors and professions in the Thai society to meet and know one 
another, to widen their fields of contacts and scope of acquaintance and friendship 
so as to facilitate future cooperation and joint activities. There is no denial that this 
is one of the quickest ways for people in different fields to know one another. And 
the acquaintances and friendship that develop within a relatively short period of a 
few months on a regular but not too intense basis could last a life time. This CMA 
class is one of the most popular and most sought-after special programs that many 
‘rich and famous’ in Thailand are looking to get in.” 


So, this Chapter 11 was my written contribution toward the preparation 
of our group’s report on the future of the Thai capital market. Any reader of this 
chapter will see that I was quite critical about the current state and development 
of the stock market in Thailand. I particularly detest the current existent practice 
to exempt income tax on the sales of stocks in the SET, the rule which has been in 
the book since the SET was set up almost 40 years ago, and, to me, was a major 





> But for me, I was not so keen to get in at all, and in fact, was able to decline the invitation a year 


earlier. I felt that as an anti-corruption commissioner, it is risky for me to get too involved in a group 
like this because there was a chance that I might be in conflict with some of the people in the class. 
Anyway, I decided to join after the second-year invitation to gain first-hand experience. True enough, 
among almost 100 students in my class, there were at least two of my ‘classmates’ whom I had an 
awkward obligation to investigate and indict due to their misconduct in office. 
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source of income inequality in the country. I believe no one in my group had paid 
any attention to this paper, but at least I had a chance to share it with the readers 
of this book here. 


6. Part V: Higher Education Finance 


In this part, I wrote three chapters that reflected my experience in helping 
Mr Thaksin set up a new university financing system called ‘Thailand Income- 
Contingent and Allowance Loan (TICAL) Scheme’ during his tenure as prime 
minister. These three chapters explain the need to have a new financing networks for 
higher educational system in Thailand (Chapter 12), the progress or development 
of this so-called income-contingent loan or ICL scheme for Thailand (Chapter 13), 
and the disappointment after learning that this scheme was practically abolished 
by the interim government after Mr Thaksin was toppled from power in 2006, 
and the Student Loan Fund (SLF), the existing student loan program that this new 
Scheme was supposed to replace, was brought back to work again (Chapter 14). 
The opportunity to work for Mr Thaksin on this new higher educational finance 
gave me the real-life experience working inside government policy-making 
mechanisms, the cabinet decision procedures, the bureaucratic planning, and the 
public relations protocols to win the support of all stakeholders (and detractors as 
well), and so on. The rise and fall (and a possibility of its rise again in the future) 
of this new higher educational finance scheme will be an interesting educational 
issue that we should keep in mind.’ 


7. Part VI: Corruption Issues 


In 2006, four years after I moved from Thammasat University to NIDA, I 
decided to apply for a position of commissioner in the National Anti-Corruption 
Commission (NACC) of Thailand, the most powerful constitutional independent 
organisation (CIO) against corruption in the public sector in the country. This 
opportunity opened because the Second NACC commissioners were involved in 





3 For readers who are interested in the political economy of how this TICAL Scheme came about, 


and how it had transpired, see my article titled “The Political Economy of Thailand’s Income- 
Contingent and Allowance Loan (TICAL) Scheme: A Personal Account”, in Brendan Cantwell, 
Hamish Coates, and Roger King (eds.) Handbook on the Politics of Higher Education, Edward 
Elgar 2018. 
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a court case arisen from their decision to raise their own salaries without proper 
legal power or authority to do so. According to the Organic Law on the Prevention 
and Suppression of Corruption at that time, such action constituted a malfeasance 
or misconduct in office which is a criminal offence according to Section 157 of the 
Penal Code of Thailand. Subsequently, the whole group of commissioners were 
removed from office, and eventually a new selection of the Third Commission was 
announced. After long and grueling screening and vetting processes, 18 individuals 
were selected as short-listed candidates to be selected by the whole Senate in late 
September 2006. The sudden coup on September 19, 2006 dissolved everything 
including these short-listed candidates. I was lucky, however, to be selected (by 
the coup leaders) as a new commissioner in this Third Commission, and began 
my new life as an anti-corruption commissioner from October 2006 until my 
mandatory retirement from this job in August 2012. 


Chapter 16 titled New Directions in Anti-Corruption Movements in 
Thailand: Lessons for East Asia? was my first academic paper that I wrote and 
presented at a conference in Washington DC in December 2006. This conference 
was in fact about Korea, organized by my friend and colleague, Professor Dennis 
McNamara of Georgetown University, so I need to focus on the lesson that can be 
learned in other country settings as well. I should mention that I have decided to 
put my paper on Governance Issues and the National Plan of Thailand as Chapter 
15, in front of this first paper on NACC to show that I sensed the importance of 
good governance as a main condition for sustainable development many years 
before, and had a chance to address this issue with respect to the drafting of the 8th 
National Economic and Social Development Plan almost a decade earlier. 


Chapter 17, the last chapter in this volume, is probably the only academic 
paper in English that deals with the issue of assets declaration as a means to 
prevent and suppress corruption in the Thai setting. While I was a commissioner 
in the NACC during 2006 to 2012, I spent a lot of time considering how to 
improve the system of assets and liabilities declarations of targeted political office 
holders and high-ranking officials to make it more efficient and more effective 
as an anti-corruption measure and a corruption prevention technique at the same 
time. This Chapter 17 which was indeed supported by the World Bank and used 
as example for other countries to do the same had led to several changes and 
improvements in the ways the NACC had managed this anti-corruption function 
today. 
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8. Conclusions: What Have | (We) Learned? 


Papers in this volume represent some of my thoughts and beliefs in economic 
philosophy and methodology that have developed in the last 50 years. Together 
with other writings both already published and still unpublished, I am quite 
comfortable with the position I am now. In this concluding section, I will try to 
summarise these thoughts and beliefs that reflect my understanding of the present 
Thai economy and society. 


(a) On Development Model for Thailand 


In one of my earlier studies (Medhi 2000), I compared the start of the development 
of the Thai economy with that of Malaysia by referring to two influential reports by 
the World Bank, one in 1955 for Malaysia, and the other in 1957 for Thailand, that 
gave recommendations for both countries to adopt free-market economy approach 
to development with the private sector providing main economic investments 
and the government providing necessary infrastructures and regulatory and 
administrative frameworks. Therefore, the two countries had had a similar start and 
succeeded in attaining their early development goals. In my lectures on economics 
of development at various universities, I often compared the development of three 
countries that started with similar military interventions more or less at the same 
time, that is, the coup in Thailand in 1959 which gave rise to the first National 
Economic Development Plan of Thailand in 1961, the coup in Burma in 1962 that 
started the so-called ‘Burmese Ways to Socialism’, and the coup in South Korea 
also in 1962 that saw the coup leader set the new direction for the country by 
a unique combination of market efficiency and state-supported heavy industries. 
The experiences in these three countries several decades later have shown that 
the reliance on market mechanisms for resource allocation coupled with careful 
state-supported industrialisation in South Korea and Thailand worked better than 
the state-controlled development of Burma. It is true that the economic crisis of 
Thailand in 1997 was brought about by the failure of the market to rein in the 
speculative investments of the private sector, but the economic adjustments under 
market mechanisms also brought in rapid recovery. In short, financial market 
liberalisation was not at fault, but the lack of prudential regulations and the slow 
reactions to market failures of the state were. In both 1997 and 2007, the principles 
of market mechanisms and free competition were enshrined in the Constitutions 
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of Thailand (Section 87 and 84, respectively). In the 2017 Constitution, the free 
market principles of the economy was not mentioned, but instead, Section 65 
stipulates that the country must have national strategic plan to guide the future 
development of Thailand in order to achieve sustainable development under good 
governance principles. 


(b) On the Importance of Turning Points 


Also in my previously cited paper (Medhi 2000), I also discussed the importance 
of one or more events that influenced or shaped the development path of that 
country. I called these events ‘Turning Points’. In Thailand, there were at least 
two turning points that shaped what is Thai economy and society today: one was 
the change under the government of Field Marshall Sarit Thanarat in the early 
1960s following the recommendations by the World Bank, and the other was the 
economic boom at the end of General Prem Tinsulanond and the beginning of 
General Chartichai Choonhavan in the late 1980s. To these, I would like to add the 
third Turning Point that greatly affects the conditions of Thai economy and society 
today: the rise of Dr Thaksin Shinawatra and his economic and social policies, and 
his supporters and followers in the early 2000s until today. 


As seen in Chapter 9 on Thaksinomics and Chapter 6 on the analysis and 
evaluation of his economic policies in the more recent time, Mr Thaksin has 
generated enormous amounts of economic and social changes in Thailand, for the 
Thai people. But it is unfortunate that, in carrying out his policies, he has alienated 
many groups of people while winning allegiance of many others. The polarization 
of the Thai society had never been more apparent, and more violent, during his 
reign of power and after he had lost it. The political conflicts in the last 10 years 
are the main reasons why Thailand stops growing in a meaningful way. 


Many scholars and observers have attributed these political conflicts to 
the surfacing of the long, latent discontent of inequality in the Thai society, and 
Mr Thaksin became the champion of the poor farmers and workers who are the 
majority of the people of Thailand. This explains why Mr Thaksin and his political 
party won every general election held in Thailand since 2001. There is a truth in 
this, as the distribution of income is long known to be one of the most unequal 
in Asia (indeed in the world), but to say that Mr Thaksin was a natural pro-poor 


20 REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


politician is incorrect (in my opinion).* Mr Thaksin saw the power of the neglected 
poor and grassroots in the Thai politics and used it to his advantage. While the 
majority of the Thai voters gave him the needed political supports, many Thais 
are doubtful about his genuine concern about the welfare of these people (not 
just an opportunity to win over their political supports), and these have been the 
main causes of political polarization and conflicts. Until these problems are solved, 
Thailand will continue to get bogged down in this political uncertainty. 


(c) On the reduction of poverty and persistence of income inequality 


The recent World Bank report on Thailand has praised Thailand as one of the most 
successful countries in the world in reducing poverty level of the people in the 
country.° This fact is not to be disputed, but as I have shown in Chapter 3 and 5 in 
this volume, the result of this poverty reduction is normally attributable more to 
the direct effects of income growth due to general economic expansion rather than 
any specific or conscious government policies. Indeed, Medhi and Kakwani had 
shown elsewhere (Medhi and Kakwani, 2003) that the existing income inequality 
had made poverty reduction less than it should be. In other words, if the income 
distribution in Thailand were to be more equal, the poverty reduction would have 
been even greater. Therefore the credit to the government was more to its allowing 
the economy to grow naturally than its specific or special poverty reduction 
techniques. In fact, the neglect of income inequality of the Thai government has 
been so large and so long that this income inequality has become, to me at least, 
the most critical (and most important) problems in the long-term development of 
Thailand. Who would imagine that the onset of the 1997 Economic Crisis was 
actually originated by these inequality problems? In a paper in 2008 (Medhi 2008) 
I argued that only a few people in the country had caused great damages to the 
country in the form of spending new found wealth from crazy expansion of the 
economy on stock market and property market, creating economic bubbles which 
eventually burst and severely hurt many people in the country. 


4 For information on Thailand being the third most unequal country in the world, see Credit Suisse 


(2017). 
5 See World Bank Bangkok Office (2017). 
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(d) On the Effectiveness of Fiscal Policies 


In the last 30 years or so, there were several fiscal reforms in Thailand. Apart from 
the one that I undertook and gave my report in Chapter 8 in this volume, I was 
involved in a major study for tax reform in 1981 for the Department of Revenue, 
Ministry of Finance. In that research project, I was able to mobilise many experts 
in tax policies to do the study. Two names are worth mentioning here: Mr Suparat 
Kawatkul who later rose to become the Permanent Secretary of the Ministry of 
Finance, and Dr Somchai Richupan who was instrumental in initiating the value- 
added tax (VAT) in its present form today. But despite our extensive concerns on 
the overall soundness of our tax system, I must say that we were not successful 
in changing much beyond the replacement of the old business tax with the new 
VAT. Our income tax system is still full of loopholes and preferential treatments 
for high-income tax payers, and necessary property tax or taxes (including the 
inheritance or death tax) that can reduce income inequality were practically non- 
existent. Even today, Thailand is still the only country in East Asia that has never 
collected tax on income earned from sales of stocks in the Stock Market of Thailand 
(SET).° Moreover, while income from labour wages and salaries are almost always 
subject to income tax at normal, creeping bracket rates, non-labour income from 
dividends enjoys a lower, capped tax rate. Higher income people are also given 
opportunities to invest in certain investment packages with special tax allowances. 


On the public expenditure side, Thailand has had a reputation of budgetary 
discipline, as mentioned in Chapter 7, but the efficiency of budget planning and 
spending is still questionable. Political interventions at the budget scrutiny process 
by politicians are often frustrating, time-consuming, and inefficient. This is not 
an effective way in which the legislative branch of government should exert its 
influence or some control over the executive branch through its Budget Office. 
The law makers should be more organized and should receive more institutional 
supports in the same ways that the US law makers in the Congress have received 
institutional supports from the Congressional Budget Office (CBO). Indeed, I was 





® Our former prime minister, Mr Thaksin Shinawatra was the largest beneficiary of this income tax 


loophole when he sold his entire stock of shares from his telecommunications company to a company 
in Singapore worth more than 76 billion baht (about 2 billion US dollars) in 2006 without having to 
pay one baht of income tax. 
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involved in the initiation of this CBO-like organization for the Thai parliament in 
the late 1980s, and succeeded briefly with the establishment of this Thai Legislative 
Budget Office on a temporary basis in 1990. But this did not last long because the 
legal and political foundations for this idea was still weak. Currently in the latter 
half of 2010s, this idea to set up Thai LBO is being revised with a group of public 
sector economists working with present law makers. While impressive progress 
has been made, it is still far from being realized. 


(e) On Populist Policies of the Government 


Strictly speaking, there is nothing new about the Thai government adopting some 
kinds of populist policies when it is in power. The onset of this usual practice is said 
to have started in 1975 during the government led by M.R. Kukrit Pramoj when 
he instituted a spending program that transferred central budget directly from the 
Ministry of Finance in Bangkok to all local governments at the sub-district level 
to spend on local public works projects, bypassing the usual budgetary procedures 
and controls. The longest public works programs of this type were the so-called 
Rural Job Creation Programs under General Prem Tinsulanond between 1980 and 
1988. But none of these populist policies could match the size and scope of those 
of Mr Thaksin Shinawatra during his first and second terms in office from 2001 to 
2006, and of his sister, Ms Yingluck Shinawatra during her term in office between 
2010 and 2014. In Chapter 9 of this volume, I tried to explain the nature and 
characteristics of Mr Thaksin’s populist policies during his first terms known as 
Thaksinomics Part I. Undoubtedly, the most successful among these policies was 
his low-cost, universal coverage health program known as ‘The 30-baht Health 
Program’ which indelibly inked the name of Mr Thaksin in the hearts and minds 
of the majority of Thai voters. He did not have the time and opportunity to carry 
out any new notable populist policies during his second term, as he had himself 
immersed in his own political crisis. But despite the coup and a brief interregnum 
military government, his party won the general election again, but still it did not 
last long as the law had caught up with his and his subordinates’ wrongdoings. 
His latest, and largest, political gamble was his promise of substantial rice subsidy 
policy which saw his politically-inexperienced sister becoming Thailand’s prime 
minister in 2011. As already well-known, this policy eventually failed and resulted 
in his sister being convicted of malfeasance and dereliction of duties. 
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As mentioned earlier, it would be wrong to think of Mr Thaksin as an innate 
populist by nature who genuinely fought for the benefits and well-being of the 
poor in the country. He was a shrewd and clever businessman who was not afraid 
to take risk with an aim to achieve his personal success. Once he had realised that 
his populist policies had endeared him to the mass of the poor and the grassroots, 
he used this connection to his benefits, and hence champion of the poor and the 
needy had become his trademark. The similar point was also made by Pasuk and 
Baker in their authoritative paper on Thaksin’s populism (Pasuk and Baker 2007). 
After tracing the development of Thaksin’s political career from his first electoral 
victory in 2001 until he was removed from office, Pasuk and Baker concluded 
that Thaksin was not a populist when he rose to power in 2001, but became so 
in intensifying years over the next five years. They further said that his populism 
went beyond redistributive policies to include rhetorical rejection of Thailand’s 
political elite, and denigration of liberal democracy in favour of personalized 
authoritarianism (Pasuk and Baker, 2007, p. 62). Nevertheless, this fact seems to 
have lost its meaning among his ardent supporters which are many. 


The current military government which came into power after a coup in 
May 2014 is not immune to the spell of populism because there is a chance that the 
old soldiers want to remain in power once the country returns to democracy, and 
this popular image that present government leaders helping the poor and the needy 
would become handy in their campaign for future political support. This should 
work if these government leaders (and those around them) do not get involved in 
corruption and obvious waste and inefficiency. 


(f) On the Future of Higher Education 


It was not unusual that the TICAL Scheme which was conceived and established 
by the Thaksin government in 2006 would suffer a rejection by the interim 
government in the aftermath of the coup later that year. What was unusual was 
that after Thaksin’s party returned to power and formed government in 2008, this 
TICAL Scheme was not revived and brought back to its original condition. To me, 
the main reason for this was that once the system was broken with no one willing 
to repair it quickly, the scheme became a ‘living dead’. In the last ten years, the old 
Student Loan Fund program with its defective design continued to cause financial 
and administrative problems through student’s non-payment. The enactment of the 
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new Student Loan Fund Act of 2017, however, has shown a new glimmer of hope 
in the return to the original design of TICAL Scheme.’ But it would be unrealistic 
to hope for any positive change soon. 


One of the most important problems of higher education in Thailand is 
the lack of quality in this level of education. Indeed, we often lament that the 
performances of Thai students at primary and secondary school levels were 
lacking behind many other countries in East Asia (as shown in the results of PISA 
tests. See also Chapter 6 of this volume.), but the performances of Thai students at 
tertiary levels are also lacking as well.’ Perhaps greater cooperation with foreign 
universities in the future could lead to improvement in the needed quality in our 
higher education. 


(g) On the Prospects of Thailand’s CPI 


The Transparency International (TI) used to announce the results of its annual 
calculation of the world’s Corruption Perception Index (CPI) around November of 
each year. Since 2015, however, it has moved the announcement date to January of 
the current year for CPI of the previous year. For 2017 CPI, it is expected that the 
announcement will be made toward the end of January 2018. There will be many 
people in Thailand who anxiously await this announcement, especially the people 
at the National Anti-Corruption Commission of Thailand (NACC). 


Thailand did not fare well in its CPI in the last several years. In fact, last 
year CPI (2016) was one of the worst year since the beginning of TI calculation 
in the late 1990s. Its score for 2016 was 35 out of 100, and its rank was 101 out 
of 176. It is expected that the CPI for 2017 may be even worse because the latest 
economic, political, and social indicators that TI uses to calculate the composite 
CPI seem to show that Thailand is doing relatively well only in general economic 
performances (as measured by the UNDP Human Development Index and the Global 
Competitiveness Index) while doing relatively badly in democracy, anti-corruption, 





7 
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See my analysis of this new law in Medhi (2018a). 

The quantitative measurement of efficiency of university education is quite rare in Thailand. A 
few years ago, however, a couple of Thai scholars had attempted to measure technical efficiency of 
inputs and outputs of Thai universities using quantitative technique known as Data Envelopment 
Analysis (DEA), and their results showed that the quality of university education in Thailand as 
shown by their lack of technical efficiency is still high and widespread. See Saranya and Tang (2010), 
and Anupong, Lie, and Peng (2012). 
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and rule of law indicators.’ To give just one example, TI uses Transformation Index 
produced by the Bertelsmann Foundation in Germany as part of its technique to 
compute its own CPI. In 2016, the Bertelsmann Transformation Index (BTI) which 
measures the successes and setbacks on the path toward a democracy based on the 
rule of law and a socially responsible market economy among 129 developing and 
transitional countries showed that the Status Index for Thailand in 2016 was 4.79 
out 10 with the rank of 88 out of 129 countries, and the Management Index of 3.87 
out of 10, with the rank of 99 out of 129 countries. A score and rank like this will 
contribute to low score for TI’s CPI.!° 


Thailand in the beginning of 2018 is at a crossroads. In October 2016, King 
Bhumibol died, causing widespread and unprecedented national grief. But in the 
following 12 months, the Thais had shown the world the true meaning of love and 
reverence of their departed monarch, culminating in the largest and probably the 
most majestic and spectacular social event in the Thai history: the Royal Cremation 
Ceremony. Outwardly, the country is calm and peaceful, without obvious lingering 
events of street protests and violence that characterized Thailand before the military 
take-over of the country in May 2014. The economy is moving along in a slow 
pace but there is no major economic crisis apart from seasonal down trends of 
commodity prices. The military government is keen on keeping the Thai people 
happy with various schemes of welfare enhancing projects such as subsidized 
public transports, welfare cards for the poor, and so on. This atmosphere of calm 
and social order is the main feature that many Thais like about life under military 
government, and some had wished, indeed actively rooted, for the continuation of 
military government even when normal democracy returns. 


However, it would be a mistake to do that. In the globalized world and 
internet age of today, Thailand cannot be different from most other developed or 
developing countries in the world where a basic form of representative democracy 
is the norm of governance. It could even be argued that the economic problems that 





° See Medhi (201 8b). 

10 See Bertelsmann Stiftung (2017). According to this report, the Status Index of BTI assesses the 
overall state of development of a country concerning political, economic and socioeconomic aspects. 
Its overall result represents the mean value of the scores for the dimension “Political Transformation” 
and “Economic Transformation”. The Management Index of the BTI evaluates the governance 
quality of a country’s political decision-makers while taking into consideration the level of difficulty. 
The Management Index’s overall result is calculated by multiplying the intermediate result with a 
factor derived from the level of difficulty. 
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Thailand is experiencing today stem from people from other countries objecting 
to our political situations and refusing (or are being reluctant) to trade, invest, 
or otherwise communicate fully with us. If the country continues to wallow in 
military dictatorship or any obvious semblance of it, it is unlikely that Thailand 
will be fully accepted in the world community as a normal, democratic country, 
and be given the trust and confidence as in normal time. 


By May 2018, ifthe present military government is still in power in Thailand, 
it will be more than four years that it has been in office. This is even longer than 
the usual term of office under the new 2017 Constitution. While government 
leaders, especially the Prime Minister himself, may feel that the country is not 
ready to return to normal democracy yet, and would like to wait until all political 
preparations (necessary laws, institutional organisations, government control 
mechanisms, and so on) are in place, in my personal opinion, these preparations 
are already taking too long, and within arbitrary power that his present government 
has (through Section 44 of the Interim Constitution, and the government-controlled 
legislative assembly and other public organisations), it can only be construed that 
the government is reluctant to let go of its power. If this reluctance comes from the 
desire to establish political foothold in the Thai politics in the near future, there is 
an inherent danger that this political situation may repeat what had happened in 
1991 when the military government then reneged on the promise to let go of its 
power but formed its own political base to vie for continuation of power, resulting 
in political conflicts and bloodshed in May 1992. 


It is possible to see that the present government is proud of its hard works on 
the management and reforms of the country, be it the decision to invest in numerous 
public infrastructure and transportation projects (new rail and high-speed train 
systems, urban transportation systems, and special economic zones), the change 
of technological approaches to national development (the so-called Thailand 4.0 
Plan), and the long-term national development strategies (the 20-year Strategic 
Plans), and so on, but these works lack political legitimacy and acceptance, and are 
likely to be altered or even abolished in normal democracy. As I said elsewhere, 
Thailand should rely on more efficiency interplays in the traditional principles of 
the Separation of Powers, and the strict reliance on the rule of law."! 





"See Medhi (2018b). 
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I hope that papers contained in this volume sufficiently reflect my thoughts 
and outlooks on the Thai economy and society such that readers can understand 
this country better. As a view from an individual, however, these thoughts and 
outlooks cannot claim greater validity or relevance than any other views. Our dear 
readers will be able to judge the merits of these for themselves. 
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TRYING TO UNDERSTAND THE ROLE OF THE IMF 
IN THE EAST ASIAN ECONOMIC CRISIS" 


Medhi Krongkaew™ 


It has been almost one and a half years since Thailand devalued its currency and 
started the crisis that spread to many countries in East Asia and indeed the world. 
The huge loss of foreign reserves gave Thailand little choice but to turn to the 
International Monetary Fund (IMF) and other friendly countries, notably Japan, 
for needed foreign currencies to pay back foreign debts and carry out its day-to-day 
economic activities. With this IMF rescue package came a set of ‘conditionalities’ 
that Thailand had to observe and implement in exchange for money from the Fund. 
When similar crises hit Korea and Indonesia, similar rescue packages with similar 
conditionalities also applied to these two Asian economies. It was originally 
expected that with the guidance and full backing of the IMF, the currency crisis 
would be contained and not turn into economic crisis. This was not to be the case. 
Even after the quick approval of the rescue programs for Thailand from the IMF’s 
Executive Board of Directors, the exchange rate of Thailand continued to slide 
downward, production slowed down, unemployment increased, and recession was 
imminent. Situations after the adoption of the IMF-supported programs in Korea 
and Indonesia were roughly the same as in Thailand. As early as September 1997, 
many economic experts started to question the validity and appropriateness of 





Longer version of the article of the same title published in The Nation Daily Newspaper, Tuesday 
March 16, 1999. 


* Director, Institute of East Asian Studies, Thammasat University, Bangkok, Thailand. 
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the IMF approach to this kind of crisis in Asia. The trickle of criticisms became a 
deluge when these three Asian economies fell deeper into economic recession in 
the beginning of 1998. Should the IMF be blamed for the lack of success (or, worst, 
for its contribution to the deepening crisis) in the beginning of its rescue attempts? 
Is there any other technique that will bring about a better intended result? Is there 
any choice for the IMF in a crisis like this? 


These and other questions have been raised with respect to the role of the 
IMF in the East Asian economic crisis. We will attempt to answer some of these 
questions in this short article: What had the IMF done wrong in East Asia, or what 
it had done right? And what should be the relationship between the IMF and these 
troubled East Asian economies in the near future? But before doing that, we should 
ask the question: Why must it be the IMF as a rescuer of these nations in crisis, and 
what the IMF can or cannot do. 


Why the IMF? 


When a country is having payments difficulties it can use up its own foreign 
reserve to pay its foreign debts. If this reserve is insufficient it has a choice of 
borrowing from other friendly governments, private institutions, or international 
organisations. Or it can go to the IMF which was set up specifically in 1944 to do 
exactly this: helping countries with payments problems. By its nature the IMF is a 
club whose members consist of almost all members of the United Nations. These 
members pay fees to the club with its own currency plus a proportion in common 
currencies. These fees form a pool of funds that the IMF can use to help members 
with payments problems. Contributions to the pool of funds are determined by the 
economic status of each member—richer members pay more; poorer members 
pay less. In exchange, members are given voting rights proportional to their 
contributions. Thus the US which is the largest contributor also has the largest 
number of votes in deciding the policies of the IMF. 


Each member has the right to ask for IMF help whenever the need arises, 


but the kind and conditions of help provided may vary from one country to another. 
Briefly speaking, the IMF has the following functions:! 





! Summarised from Article 1 of the Charter of the IMF. 
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¢ To promote international monetary cooperation; 
¢ To facilitate the expansion and balanced growth of international trade; 


¢ To promote exchange stability and orderly exchange arrangements 
among members without competitive devaluation; 


¢ To eliminate foreign exchange restrictions; and 


¢ To help members adjust their balance of payments without resorting to 
restrictions in current and capital transactions. 


These functions remain practically unchanged over the past 50 years since 
the IMF was established despite the fact that the fixed exchange rate regime which 
the IMF was set up to work under was no longer the norm of the day. But to change 
with the time, the IMF has modified its functions in addition to the primary focus 
on sound money, prudent fiscal policies, and open markets as preconditions for 
macroeconomic stability and growth. These modifications include concerns for 
sound domestic financial systems, the improvements in the balance and quality 
of public expenditure, the transparency and accountability in government and 
corporate affairs, the existence of safety-net provisions for vulnerable members 
of the society who may be affected by economic adjustment and reform, and for 
deregulation, privatisation or abolition of monopoly practices that will benefit 
the society as a whole. Although the IMF can achieve these objectives through 
its financial assistance, it can also help its members through regular economic 
surveillance, consultation, monitoring and evaluation. 


As a voluntary member of a club or an association, a country can get in 
and out as it wishes. But once it is a member, a country is obligated to follow the 
tules of the club. For example, as a member of the IMF, a country must keep other 
members informed about how it determines the value of its money in relation to 
the money of other countries, refrain from restricting the exchange of its money 
for foreign money, pursue economic policies that will not obstruct the orderly way 
in which the whole membership has adopted, and so on. At times, some members 
will not follow the above obligations, in which case the IMF may exert its moral 
pressure to encourage them to conform to the rules and regulations that they have 
freely agreed to observe. The IMF will have an even greater leverage (on threat 
of cutting off assistance or even expulsion from membership) if it has provided 
financial assistance to those members. 
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What Has Gone Wrong with the IMF? 


But while member countries have obligations to follow the rules and regulations 
of the IMF at the risk of losing favour with the IMF, what if the IMF has not done 
its job properly. Should the IMF be held accountable for its actions, and members 
be compensated for damages attributable to those actions? Strictly speaking, the 
accountability issue would not come up if the IMF sticks with the traditional role 
of lender to countries with payments problems. Since the borrowing countries are 
obligated to pay back the loans plus necessary interests (the loans are not free), 
these countries should be fully responsible for their own actions on issues beyond 
payments problems. But as mentioned earlier, the modern functions of the IMF 
have been modified to include the imposition of major structural and institutional 
reforms in addition to facilitating adjustments in the balance of payments. These 
additional functions, according to such critic as Martin Feldstein of Harvard 
University, could have adverse consequences in the short term and the more distant 
future. To Feldstein, the IMF should stick to its traditional task of helping countries 
cope with temporary shortages of foreign exchange and with more sustained trade 
deficits. 


Even if these new-found functions are accepted, there is no guarantee that 
the staff of the IMF could do their jobs correctly. Perhaps one of the most damaging 
criticisms of the IMF in its policy prescriptions during the first few months of 
crisis in Thailand, Korea and Indonesia came from Jeffrey Sachs, also of Harvard 
University, who argued that the IMF misunderstood the true nature of the problems 
of these High-Performing East Asian Economies (HPEAEs), and thus prescribed 
the wrong economic medicine. According to Sachs, Thailand, Korea and Indonesia 
had shared common characteristics of being export-oriented economies with high 
saving rates, budget in balance or surplus, and low inflation. The Asian crisis is not 
the crisis of economic fundamentals but the crisis brought about by sudden loss of 
confidence of foreign creditors whose withdrawal of short-term funds from these 
economies helped create panic in the financial markets and severe credit crunch. 
Similar IMF prescriptions for these countries to cut government expenditures, 
raise taxes, get rid of bad and unviable financial institutions, and privatisation 
of state-owned enterprises had brought severe economic contraction to these 
economies, so much so that the IMF was forced to revert its positions regarding 
public spending from surplus budget to deficit spending in order to stimulate the 
domestic economies. Similar criticisms were also voiced by such well-known 
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development economists as Joseph Stiglitz of the World Bank and Robert Wade 
of Brown University. At the risk of alienating the close relationship between the 
World Bank and the IMF, Stiglitz was quoted as saying that he disagreed with the 
IMF’s austerity push.” Wade had added that, unlike in the West, companies in these 
East Asian countries have high debt-to-equity ratios. Forcing these companies into 
bankruptcies as part of debt restructuring is likely to generate large social costs 
through loss of production and unemployment. 


Other criticisms include the IMF’s failure to give early warnings to members 
about the impending crisis, the inadequacy of the IMF’s financial package to 
some members, the inability of the IMF to eschew the problems of moral hazard 
associated with the promise of rescue by the IMF in time of financial troubles, 
the inability of the IMF to prevent the contagion effect once a member is afflicted 
with this economic disease. And despite the transparency that the IMF has asked 
its members to adopt in their economic decision making and management, the 
IMF itself is still a secretive institution whose operations and decision-making 
procedures are foreign or unknown to outsiders. 


Trying to Understand the IMF 


Those views above may sound critical to the IMF but at least they were still made 
on the basis that the IMF is still important and needed. Some severer critics (such 
as Milton Friedman and George Schultze) have called for the scrapping of the IMF 
altogether. It is true that the severity of the Asian crisis has put the IMF on the 
spot much more starkly than any other times in history. And the IMF was at pain 
to explain its position and reasons for its policies wherever and whenever it can. 
No one in the IMF probably has greater responsibilities to explain the positions 
and reasons of the IMF’s role in the Asian crisis than Stanley Fischer, the First 
Deputy Managing Director of the IMF. Against the above (and other) criticisms, 
the defence from the IMF could be as follows: 





2 The Wall Street Journal on January 8, 1998 reported Stiglitz to have said that: “You don’t want to 


push these countries into severe recession. One ought to focus...on things that caused the crisis, not 
on things that make it more difficult to deal with”. 

3 These views have been collected and summarised from various papers and speeches by Stanley 
Fischer and other staff of the IMF. Due to the sensitivities and complexities of the issues, it is possible 
that true views of the IMF may not be totally, truly represented. 
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(1) 


(2) 


(3) 


(4) 


(5) 


The economic surveillance of the IMF on East Asian economies 
was working fine. Appropriate warnings about certain aspects of 
macroeconomic problems such as growing current account deficits and 
large short-term debts were given to East Asian countries in question, 
especially Thailand but those warnings were not heeded or acted upon. 
The IMF could not and would not act alone in sounding these alarms 
for fear that it may inadvertently cause the panic itself. 


The contagion effect occurred, at least in the short-run, because it was 
rational for the investors to pull out their investments in anticipation 
of a greater crisis, and competitive devaluation may occur because 
competing countries have to protect their own export competitiveness. 


The high interest regime that the IMF suggested for Thailand, Korea and 
Indonesia to help stabilise domestic currencies was necessary to stop 
(or slow down) further devaluation that could bring about competitive 
devaluation throughout the region, causing deeper crisis. Moreover, if 
the interest rate action is delayed, the confidence may continue to erode 
and may in fact worsen the crisis. 


The fiscal tightening which was also suggested in the beginning for 
all countries in question was based on the thinking that these countries 
needed to strengthen their fiscal positions, both to make room in their 
budgets for the future costs of financial restructuring and to reduce the 
current account deficit. When it was clear that the economic situation 
in the country had weakened more than expected, the fiscal policy was 
relaxed to allow greater fiscal deficit. 


It was obvious that major problems in these East Asian countries 
were not macroeconomic mismanagement but deficiencies and 
mismanagement in the financial sector in the forms of weak financial 
institutions, inadequate bank regulations and supervisions, uncontrolled 
foreign borrowing and unwise investment by the private sector. So, the 
restructuring and reform of this sector should be the first priority in 
this crisis management. To delay doing this could only perpetuate the 
country’s economic problems, as experiences in Japan has shown. To 
Fischer, the best course of action is to recapitalise or close insolvent 
banks, protect small depositors, require shareholders to take their 
losses, and take steps to improve banking regulation and supervision. 
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(6) The additional functions of the IMF to look into macroeconomic 
adjustments and institutional reforms of the countries being assisted are 
necessary if the spending of the scarce fund is to achieve the intended 
objectives. It would not be wise to let the troubled country cope with 
its problems alone when the IMF has a large number of qualified 
professional staff to help. This should not be construed as an intrusion 
on a sovereign government. 


(7) The question of moral hazard associated with the role of the IMF in 
international financial rescue, if real, is insignificant. To Fischer, it is 
far-fetched to think that policy-makers embarking on a risky course of 
actions do so because the IMF safety net will serve them if things go 
badly. While it is better for a country to come to the IMF sooner rather 
than later when it faces payments problems, it should not have too easy 
access to the Fund without a serious intention (or promise) to keep its 
economic house in order. 


What More Can Be Done? 


The Asian economic crisis has become much more serious than anyone has ever 
anticipated. No one can claim that he or she had foreseen a crisis of this magnitude. 
The IMF has been criticised for its failure to limit the spread of the crisis, for 
exacerbating the recession in the East Asian economies, for enforcing Western 
practices in different Oriental cultures, especially in banking practices and corporate 
governance. But, as Stanley Fischer had tried to explain above, the IMF has its 
reasons to do what it did. A fair-minded person must recognise the difficulties 
the IMF has to face in dealing with the real situations in the real world where 
many interrelated factors must be considered at once. This is much more difficult 
than looking at the problems from the vantage point of an academician who does 
not have to weigh in the real situations, or is not accountable for what he or she 
had recommended. For those critics who would do without the IMF altogether, 
imagine a much more chaotic situation these countries will have to experience in 
their struggles in the globalised world. Perhaps the positions of such academician 
as Max Corden of John Hopkins University is more acceptable. Corden argued that 
there was no easy ‘obvious’ way out (of the crisis), and certainly not one that can do 
without the IMF. Furthermore, the IMF was not straightforward ‘right’ or ‘wrong’. 
It was probably now mostly right after it went off the rails at the beginning. One 
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had to accept the fact that there were trade-offs involved in policy decisions that 
make it difficult to categorically state that who is right and who is wrong. 


On that notion, perhaps it is better not to dwell on whether IMF is right 
or wrong in its handling of the East Asian economic crisis, but to concentrate on 
how best to prevent future crisis from happening, or how best to respond to crisis 
in the future. The IMF itself is fully aware of its limitations as the world central 
bank in the changing financial situations and is willing to recommend for changes 
in the international monetary system. This move is now popularly referred to as 
the architecture of the new international monetary system and it has the following 
characteristics. 


1. There will be development, dissemination, and adoption of internationally 
accepted standards or codes of good practice so that market participants 
can compare information on country practices against agreed benchmarks 
of good practices and to make better investment decisions; 


2. There will be transparency on the part of members of the IMF in their 
policy determination, and on the part of the IMF in the openness and 
clarity of its policies and advice; 


3. Financial systems of members need to be strengthened through enhanced 
technical assistance, better surveillance on the linkages between 
macroeconomic policies and sound banking systems, more training on 
bank supervision and other banking problems, and improvement on the 
IMF’s capacity for financial sector analysis; 


4. International financial markets will need to be integrated in a more 
orderly fashion; and 


5. The private sector will be induced to get more involved in the prevention 
and resolution of the financial crises, especially in providing liquidity 
support to countries in times of financial stress, in improving the 
coordination of debtor-creditor relations in voluntary debt-restructuring, 
and in creating well-functioned corporate bankruptcy systems. 


It is hoped that the current East Asian economic crisis will turn out to be a 
unique, one-of-a-kind event that will not happen again because we have thoroughly 
learned how the crisis had come about, and how a similar crisis could be prevented. 
Unlike other crises, the Asian crisis has given lessons to both member countries as 
well as to the IMF itself. 
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A TALE OF TWO GOVERNMENTS: 
HOW CHUAN’S AND THAKSIN’S GOVERNMENTS 
TACKLED THAILAND’S ECONOMIC CRISIS 


Medhi Krongkaew™ 


1. Introduction 


It has been more than 5 years since Thailand succumbed to repeated speculative 
attacks on its currency, and the subsequent flotation of the baht brought about 
contagious currency and financial crises that spread throughout most parts of 
East Asia. Literature abounds on how this crisis started and played itself out in 
Thailand, and there is no need for us to dwell on this point any more.' But what 
is still of great interest to many Thailand watchers is the allegedly different ways 
in which the government of the previous Prime Minister, Mr. Chuan Leekpai, and 
that of the current Prime Minister, Dr. Thaksin Shinawatra had tackled Thailand’s 
economic crisis. We have heard commentaries that Chuan’s government failed to 
solve Thailand’s economic crisis during its three years in power (from November 
1997 to December 2000, and that was the main reason it lost the general election 
held in early 2001 to the party led by Dr. Thaksin Shinawatra who subsequently 
becomes the next Prime Minister in a new government. Is there any truth in this? 





Paper presented at the Conference on “Towards Asia Pacific Renaissance: Recovery, Regional 
Cooperation and the Public Sector’, organised by Asian and Pacific Development Centre (APDC), in 
Alor Setar, Kedah, Malaysia, 30 September to 2 October 2002. 


* Professor of Economics, School of Development Studies, National Institute of Development 
Administration (NIDA), Bangkok, Thailand. 


' See, for example, my paper on ‘A Tale of an Economic Crisis: How the Economic Crisis Started, 


Developed and Is Ending in Thailand’ in Chu Yun-Peng and Hal Hill (eds.) (2001) where extensive 
references on the related literature are cited. 
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Although it was obvious that there were differences in the backgrounds, 
outlooks and policy approaches of these two prime ministers such that the ways they 
tackled economic problems might appear different,” it is plausible to hypothesise 
that Thaksin would have done the same as Chuan if he were the Prime Minister 
in 1997 through 2000. There are several surrounding factors and extenuating 
circumstances to indicate that policy stances of the two governments would be the 
same. If this is true then Chuan should not be blamed for his policy errors, that is 
if they can be call policy errors. In other words, there are other reasons beyond 
policy prescriptions that must be used to explain the loss of Chuan and the victory 
of Thaksin. 


The main purpose of this paper, therefore, is to assess policy approaches of 
Chuan and Thaksin governments in solving economic problems associated with 
currency and financial crises in Thailand during 1997 to 2002. These problems 
will be divided along the line of macroeconomic outcomes and adjustments, and 
some other microeconomic managements, especially managements that involved 
the change in the role of state or the public sector. Sections 2 to 6 discuss important 
macroeconomic conditions faced by the two governments during the past 5 years 
such as the rate of growth of the economy, price level, money supply and credits, 
national finance, external sector activities, employment and unemployment. 
Section 7 looks at some microeconomic adjustments in the Thai financial sector, 
including the government’s attempt to correct the problems of non-performing 
loans (NPLs). Section 8 deals with problems in the social sector: how to help the 
poor and the unemployed in the society affected by the current crisis. Finally, 
Section 9 summarises the main points concerning different policy approaches 





> There is a stark personality contrast between Chuan and Thaksin. Chuan was a lawyer who entered 
politics very early in his life, and was known to be very modest, honest and astute in keeping his 
principles of legal and procedural propriety. And these qualities helped him become a prime minister 
despite his lack of physical wealth. Thaksin, on the contrary, was a very rich businessman before 
getting into politics, and was known to use his physical wealth to build the base for his political 
support. Thaksin’s wealth was made possible through his shrewd and far-sighted business sense (he 
became rich through his success as a state concessionaire in telecommunications, especially mobile 
telephone services), and there is nothing to suggest that he was involved in any illegal business 
practices, many of his business activities were criticised as not transparent, such as his false transfer 
of assets to others to conceal his wealth. Yet the two prime ministers also have similar characteristics 
in that they are very self-confident and are likely to pursue certain policies to get what they want. It 
is the difference in these policies that may set these two prime ministers apart. 
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undertaken by the two governments under Chuan and Thaksin, and offers some 
observations on future prospects of the Thai economy and society. 


2. Production, Income and Growth 


The manifestation of the 1997 crisis was first seen in the form of drastic devaluation 
of the baht from about 26 baht to one US dollar on July 1, 1997 to about 55 baht to 
one US dollar on February 1, 1998, a decline of more than half its original value 
in about 7 months. Massive outflows of foreign capital ensued in the aftermath of 
the July 2 flotation of the baht, causing extreme tightening of domestic liquidity 
and making it very difficult for many firms to find fresh funds to continue their 
operations. Drastic exchange-rate losses also plunged many hitherto successful 
firms into heavy foreign indebtedness. Domestically, almost all finance companies 
were closed down, and many commercial banks were faced with shortage of capital 
and were forced to recapitalise. With the financial sector in tatter, it is not difficult 
to see the detrimental impacts it had on the real sector. Many firms went bankrupt 
and many workers were retrenched or had their salaries or wages reduced. Overall 
production slowed, and the overall GDP growth fell for the first in its modern 
history in 1997. 


Tables | to 3 and the corresponding Charts | to 3 depict the above production 
and growth situations. From Table 1 and Chart 1, it may be seen that the growth 
rate of GDP was 5.9 per cent. By the standard of the growth in the early 1990s, 
this growth rate in 1996 was already low, reflecting a tiring economy. The growth 
in the first half of 1997 was still positive, but the onset of the crisis after July 1997 
had resulted in the overall growth of 1997 falling to minus 1.4 per cent. The growth 
rate dropped precipitously to minus 10.5 per cent in 1998 before recovering to 
4.4 per cent in 1999. This seems to indicate that severe economic recession in 
Thailand last only about one and a half year. Other indicators of production in 
Chart 2 and 3, show that the manufacturing production index fell slightly in 1997 
compared to 1996, that is to 107.1 in 1997 from 107.8 in 1996 (with 1995=100). 
In 1998, manufacturing activities really fell below the level of 1995. Again, the 
manufacturing productive activities picked up again in 1999. However, there was 
still excess capacity in the economy, as the Capacity Utilisation index has shown 
that the total capacity utilisation (a survey on major manufacturing industries 
representing about 44.5 per cent of the 1995 manufacturing sector value added) 
was 72.5 per cent in 1996, falling to 64.8 per cent in 1997, reaching the lowest level 
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Table 1: Thailand’s Key Economic Indicators 























1996 1997 1998 1999 2000 P 2001 P 2002"! 
1. Population (millions) (Average) 59.90 60.50 61.20 61.80 61.88 62.31 62.88 
2. GDP 
2.1 GDP at constant 1988 price 5.9 -14 -10.5 44 4.6 1.8 
(% change) 
Agriculture 4.1 -0.9 -L5 2.0 4.9 1.6 
Non-agriculture 6.1 -14 -11.6 47 4.6 1.8 
2.2 GDP at current price 4,611.0 4,732.6 4,626.4 4,632.1 4,904.7 5,100.7 
(billion baht) 
(% change) (10.1) (2.6) (-2.2) (0.1) (5.9) (4.0) 
2.3. GNP per capita (baht) 75,146 76,057 72,979 72,901 77,362 80,101 
3. Inflation 
3.1 Headline Inflation (% change) 5.9 5.6 8.1 0.3 1.6 1.6 0.4 
3.2 Core Inflation!?! (% change) 5.2 47 a2 1.8 0.7 1.3 0.6 
4, External Account (billions of US$) 
4.1 Export 54.7 56.7 52.9 56.8 67.9 63.2 36.7 
(% change) (-1.9) (3.8) (-6.8) (7.4) {19.5} (6.9) (-0.2) 
4.2 Import 70.8 61.3 40.7 47.5 62.4 60.7 35.6 
(% change) (0.6) (-13.4) (-33.8) (16.9) (31.3) (-2.8) (2.1) 
4.3 Trade balance -16.1 4.6 12.2 9.3 5.5 25 11 
4.4 Current account balance -14.3 -3.1 14.3 2 9.3 6.2 3.0 
(% of GDP) (-7.9) (-2.0) (12.7) (10.2) (7.6) (5.4) 
4.5 Net capital movement 19.5 4.3 -9.8 -71.9 -10.3 -5.1 -1.0 
- Privatel*! 18.2 -7.6 -15.5 -13.5 ~9.8 4.1 3.7 
- Public 13 1.6 18 1.6 0.3 -0.6 -0.6 
- BOT 17 3.9 40 0.2 -0.4 3.3 
4.6 Balance of payments 2.2 -10.6 17 4.6 -1.6 1.3 35 
4.7 International reserves 38.7 27.0 29.5 34.8 32.7 33.0 37.8 
(billions of US$) 
4.8 Swap Obligation 18.0 6.6 48 2.1 2.1 04 
(billions of US$) 
4.9 Total debt outstanding 108.7 109.3 105.0 95.0 79.7 67.5 65.1 
(billions of US$) 
(of which: public debt'*)) (16.8) (24.1) (31.6) (36.2) (33.9) (28.3) (27.3) 
4.10 Total debt service ratio (%) 12.3 15.7 21.4 19.4 15.4 20.7 17.9 
of which: public (2.5) (2.7) (3.3) (4.0) (4.0) (8.0) (8.8) 


(inch 





tuded BOT since 1997) 
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Table 1: Thailand’s Key Economic Indicators (cont.) 





1996 1997 1998 1999 2000 P 2001 P 2002" 





5. Government Finance (fiscal year) (billions of baht) 





5.1 


52 


Cash balance 104.3 -87.1 115.3 134.4 116.6 107.9 116.3 

(as % of GDP) (2.3) (-1.9) (2.5) (2.9) (2.4) (2.1) 

Total public debt outstanding!) 735.1 936.2 1,242.3 1,956.7 2,180.8 2,316.0 2,316.0 

- domestic debt (310.3) (316.6) (524.9) (1,012.6) (1,200.0) (1,337.2) (1,435.8) 





6. Monetary Statistics 





6.1 


6.2 


6.3 


64 
6.5 


M2 (billions of baht) 3,726.6 4,339.3 4,753.4 4,854.7 5,032.7 5,243.6 5,411.3 
(% change) (12.6) (16.4) (9.5) (2.1) (3.7) (4.2) (5.5) 
M2a (billions of baht)!""! 4,725.2 4,821.8 5,118.1 5,182.5 5,297.0 5,538.4 5,566.6 
(% change) (12.7) (2.0) (6.1) (1.3) (2.2) (4.6) (5.8) 
Domestic credit (% change) 3.9 34.5 -12 42 74 -6.1 -3.2 
Private! (% change) 44 30.5 -1.9 -5.7 -8.5 -7.5 -3.1 
Deposit!”! (% change) 3.7 16.0 8.8 -0.5 5.3 40 6.1 





Interest rate (year end)!*! 


Prime rate 13.00-13.25 15.25 11.50-12.00  8.25-8.5 7.50-8.25  7.00-7.50 —_7.00-7.25 


Fixed deposits (1 yr.) 8.50-9.25  10.00-13.00 6.00 4.00-4.25 3.50 2.75-3.00  2.50-3.00 





7. Exchange rate 





Baht : US$ (Reference rate) average"! 25.34 31.37 41.37 37.84 40.16 44.48 42.97 





Remark: [1] .... Not Yet Available. 





Item | is preliminary figures at end—August 2002. 

Item 3 through 7 are preliminary figures of January—July 2002. 

Item 4.5 is preliminary figures of January—June 2002. 

Item 4.7,4.8 are the outstanding amount as at end—July 2002. 

Item 4.9 and 5.2 are the outstanding amount as at end—June 2002. 

Item 4.10 is debt service ratio of January—June 2002. 

Item 6 is the outstanding amount as at end—July 2002. 

Exclude raw food and energy items from the consumer price index basket. 
Include commercial bank and BIBF’s . 

Include Bank of Thailand’s debt. 

Exclude Bank of Thailand and Financial Institutions Development Fund’s Debt. 
Exclude public state enterprise . 

Exclude foreign and interbank deposits. 

As quoted by the 5 largest banks. 

Since July 1997, the figures are represented by average inter-bank exchange rate. 
Since January 2002, excluding data on the 56 suspened finance companies. 


Source: Bank of Thailand 
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Table 2: Manufacturing Production Index by Product Group"! 
(1995 =100) 


Weight 1996 1997 1998 1999 2000 2001 








Manufacturing Production Index 





Total Index 100.0 107.8 107.1 96.5 108.6 112.1 113.5 
Total Index (exclude Liquor) 100.0 108.5 107.1 95.9 105.9 117.5 118.2 
Total Index (seasonally adjusted)! 100.0 n.a. n.a. n.a. n.a. n.a. n.a. 





Industry Classification 





Foods: 9.6 101.8 103.6 98.5 114.1 116.9 112.8 
Beverages: 10.6 104.0 118.9 121.4 148.6 86.6 98.6 
Tobacco: 3.0 112.0 100.9 80.4 72.4 71.4 69.3 
Textiles & Textile Products: 22.8 100.5 102.2 105.2 104.0 107.3 108.0 
Petroleum Products: 11.5 132.3 153.4 143.6 146.6 145.3 148.5 
Construction Materials: 4.1 113.8 110.1 68.0 76.4 76.4 84.0 
Tron & Steel Products: 3.3 107.1 100.8 71.0 79.7 92.3 93.9 
Vehicles and Equipments: 16.4 104.5 76.8 30:3 63.1 79.3 97.8 
Electronic & Electrical Products: 10.3 1125 106.0 91.4 102.4 134.7 98.6 
Setting Jewellery: 5:3) 92.8 89.9 120.1 137.4 176.6 183.5 
Others: 3.1 118.3 146.0 148.5 167.1 192.0 193.3 





Remark: [1] Accounting for 62 percent of the 1995 manufacturing sector value added. 
[2] Classifiled by the ratio of export production to total production of each industries 


Source: Bank of Thailand 


Table 3: Industrial Capacity Utilisation by Product Group (%) 





1995 1996 1997 1998 1999 2000 2001 





Capacity utilisation 





Total 77.4 72.5 64.8 52.8 61.2 55.8 53.6 

Total (exclude liquor) 76.3 71.4 63.2 50.3 56.3 59.4 56.1 
Food 41.5 37.3 37.4 33.3 42.4 43.8 42.5 
Beverage 82.3 83.0 79.1 77.2 101.9 32.6 36.7 
Tobacco 752 84.2 75.8 60.4 54.4 53.7 52.1 
Construction materials 97.3 78.7 72.9 44.6 49.8 50.1 52.7 
Tron & steel products 64.2 65.2 50.6 35.6 39.1 46.8 49.5 
Vehicles and equipment 81.4 67.6 48.5 23.4 35.6 40.1 44.6 
Petroleum products 93.2 85.7 90.1 84.0 85.7 83.9 74.8 
Electronic & electrical products 63.9 67.8 62.2 47.5 53.4 65.4 47.5 





Accounting for 44.5 percent of the 1995 manufacturing sector value added. 


Source: Bank of Thailand 
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Chart 1: Real GDP Growth 
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Source: Reproduced from the Bank of Thailand 


Chart 2: Manufacturing Production Index and Capacity Utilisation Index 
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Chart 3: CPI and Core CPI 


% (550 Core cPI —r— CPI 





Source: Reproduced from the Bank of Thailand 


of 50.3 per cent in 1998, before improving to 56.3 per cent in 1999. This capacity 
utilisation must still be considered as very low. It means that Thailand currently 
only uses about slightly more than half of its manufacturing production capability. 
There is no drastic change in manufacturing production and capacity utilisation 
in Thailand under Thaksin government in 2001-2002. The latest Manufacturing 
Production Index and Capacity Utilisation Index in July 2002 stood at 118.6 and 
58.8, respectively. 


A debating point concerning the policy direction of the government under 
Chuan who came into power in November 1997 was whether Chuan (through his 
trusted Minister of Finance, Mr. Tarin Nimmarnhaemindra) was right in tackling 
problems in the financial sector first before turning his attention to problems in the 
real sector.’ Apparently Chuan government has little leverage against the position 
of the IMF whose expert teams sent to Thailand in July and August 1997 had 
already recommended that Thailand get its financial house in order first before 
doing anything else. The IMF believed that the cost of forced restructuring of the 





3 It was often argued that when Chuan government assumed office, the financial house of Thailand 


was already in ruin. Chuan had little choice but to carry on his job under very strict conditions. 
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ailing financial and corporate sectors may be high, but the cost of prolonging it 
may be even higher. Before Chuan, the Chavalit government had already followed 
this policy guideline by closing down or restructuring troubled finance companies 
and commercial banks, setting up Financial Restructuring Authority (FRA) to 
liquidate the assets of these finance companies, raising the interest rates to slow the 
outflow of capital and stabilise the exchange rate. Chuan more or less continued 
the financial restructuring guideline but tried to moderate or ease the monetary and 
fiscal policies after it was realised that the contraction in the economy was much 
more severe than earlier expected. At least it seemed that the exchange rate had 
stabilised in early 1998, but the financial restructuring still continued throughout 
even into the new government.* 


3. Price Levels 


The Chuan government faced a real threat of inflation when it came into power at 
the end of 1997 due mainly to the sharp depreciation of the baht. The Thai monetary 
authority (the Bank of Thailand) has always maintained its policy orientation 
against inflation, and this policy stance fit well with that of the government. So, 
attempts were made to rein in increase in price levels. Interest rates were kept high 
and money supply was strictly monitored. Inflation as measured by consumer price 
index did go up to more than 10 per cent in July 1998 before falling down quickly 
to about 4 per cent at the end of the year, resulting the overall (headline) inflation 
rate of only 8.1 per cent for 1998 (see Table | and Chart 3). One explanation for 
this relatively low inflation in Thailand was its abundance in food supply. 


From 1999 onward, inflation in Thailand has remained very low. When 


Chuan exited and Thaksin entered in early 2001, the rate of inflation was only 
about 1.5 per cent, and the latest inflation figure in July 2002 was only 0.1 per cent. 





4 It is difficult to speculate what would be the outcome had the Chuan government (or, for that 


matter, Chavalit government) did otherwise, that is to concentrate on the real sector first by providing 
all the necessary financial assistance to whomever needed the money for production purposes, and 
return to the financial restructuring later by delaying the closure of finance companies or quick 
liquidation of their assets, keep the interest down and let the market takes care of itself. It is difficult 
because there is no way one can gauge the consequences of such actions. First, the IMF would 
object to it. Second, many questions could not be answered satisfactorily. Would the exchange rate 
slide down lower than it actually did? Would inflation be higher? Would the delay in financial sector 
restructuring further erode the confidence of outside investors? And so on. 
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It can be argued that this is a good legacy from Chuan to Thaksin. However, some 
would contend that the fall in inflation rate was not so much from specific attempts 
by Chuan government as from the general slowdown in the economy resulting 
in reduction in consumption and investment. But there was indeed a conscious 
attempt during Chuan government to control inflation through explicit monetary 
policy (see next Section). This low inflation helps the process of recovery in many 
ways. It helps reduce the burden on the cost of living of the general population. It 
helps reduce the interest burden on deposits of commercial banks in the situation 
where these banks were still very wary of bad loans and did not do much lending. 
And it helps increase the competitiveness of Thai products through lower costs of 
production. 


4, Money Supply and Credits 


As mentioned earlier, sudden withdrawal of short-term foreign capital from 
Thailand had caused severe liquidity problems in the domestic economy. The 
currency in circulation in Thailand is backed up by gold and foreign exchange 
reserves. When foreign reserves were drawn down through massive outflows of 
foreign capital, the tightening of domestic liquidity was obvious. But there is a risk 
of inflation if the money supply is increased too rapidly. However, when it was 
discovered that inflation after the start of the crisis was not as severe as originally 
feared. The control on money supply was eased, and the growth of money supply 
became more rapid in the latter part of 1998 (see Chart 4). 


Interest rate played a very important role in the early part of the crisis. 
In order to slow the outflow of capital and to help stabilise the exchange rate, 
the (Chavalit) government raised the reference interest rate to a very high level. 
As can be seen from Chart 5, the 14-day repurchase rate (the reference interest 
rate used by the Bank of Thailand) reached the highest peak of 23.3 per cent in 
September 1997. When Chuan government came into power, its monetary policy 
was to try to lower the interest rate so as to encourage bank lending to stimulate 
the economy. They were able to bring this reference interest rate down to about 
4 per cent in January 1999 (see Chart 5). Then from June 1999 onward, the 14-day 
repurchase rate fluctuated around 1.5 per cent throughout the remaining life of 
Chuan government. In June 2001, the new Bank of Thailand Governor in the new 
Thaksin government raised this reference interest rate from 1.5 to 2.5 per cent to 
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Chart 4: Growth of Deposits and Private Credits 
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Chart 5: Ratio of M2 to GDP 
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help stabilise the exchange rate and reduce capital outflows. Eventually it was 
brought back again to a lower rate of 2 per cent which is current today. 


But is low interest rate conducive to the expansion of private credits to help 
stimulate the economy? Not quite in the case of Thailand. As shown in Chart 6, 
the rate of increase of private credits was quite high in the latter half of 1997, but 
that was mainly associated with the rush to find credits from private companies 
to keep their operations afloat. But with banks facing enormous non-performing 
loans among their clients, coupled with the strict capital adequacy requirements 
from the Chuan government, the growth of private credits began to tumble. From 
the latter part of 1999 onward, this growth was negative, indicating the failure of 
this approach to stimulate the economy. Meanwhile the growth rate of deposits also 
started to fall with the lower interest rate in the latter half of 1998, and kept falling 
throughout 1999 and 2000. In a way, this has turned out to be a double jeopardy for 
the Chuan government because while the low lending rate failed to generate much 
lending, the low deposit rate affected most fixed income earners who depended on 
interest earnings from their saving deposits with the banks. Much political support 
for Chuan government was lost through this. 


Chart 6: Fiscal Positions 
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One important monetary policy undertaken during Chuan government was 
inflation targeting. The government had concurred with the Bank of Thailand’s 
switch from monetary targeting where the growth of money supply is the target 
to the setting of the target inflation rate as a major policy guideline. A Monetary 
Policy Board was set up at the Bank of Thailand to decide on this inflation target, 
taking into account the assessment of the growth of the economy, the investment, 
production, trade and other economic factors to help their decision. The present 
(core) inflation target is between 0 and 3.5 per cent.° The Thaksin government did 
not object to this monetary policy, although it probably wants a more pro-active 
role for the Bank on economic stimulation.° 


5. Government Finance 


That the economic crisis in 1997 was brought about mainly by the faults in the 
private sector was widely excepted, but the government or the public sector 
was also equally to blame for its negligence in regulation and supervision in the 
financial sector. The government failure to tackle the early signs of trouble in the 
financial sector, especially the case of the Bangkok Bank of Commerce (BBC), 
was said to contribute to the collapse of many other financial institutions later. 
The government was also blamed for taking the IMF’s recommendation to cut 
down public spending early on in the crisis, causing the economy to contract much 
deeper into recession. The raising of the Value-Added Tax from 7 to 10 per cent 
was another policy measure that was implemented before Chuan came in. So, 
Chuan had a lot of fiscal problems and issues on hand to tackle when he started 
his government. 


What Chuan (or more precisely his trusted Finance Minister, Mr. Tarrin) did 
on fiscal policy was to adopt a Keynesian approach to solving economic recession, 
that is, using public spending to spearhead an economic recovery. Budget deficit 
was allowed, to be financed through large public borrowing. Several borrowings 
were made overseas with international financial organisations such as the World 
Bank and the Asian Development Bank, and the Japanese government (through 





5 Core inflation rate is the CPI without food and energy items. 


6 The new Bank of Thailand’s Governor was reported to have said soon after his appointment that 


inflation targeting was not important at this time. 
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Table 4: Public Debts of Thailand 


Dec-96 Dec-97 Dec-98 Dec-99 Sep-00 Dec-01 May-02 























Central Government 169.0 328.1 695.2 988.9 1,114.0 1,265.6 1,362.4 
External 124.9 296.5 268.5 346.6 395.2 419.9 403.2 
(million US$) 4,869.0 6,234.0 7,278.0 9,191.0 9,328.9: 9,466.0 —-9,482.0 
Domestic 44.2 31.7 426.7 642.3 718.7 845.7 959.2 
Non-Financial Sows 459.0 680.1 645.9 787.2 908.9 972.3 951.0 
Guaranteed 391.1 575.1 559.1 688.6 775.6 802.4 806.4 
Non-Guaranteed 67.9 105.0 86.8 98.6 133.3 169.9 144.6 
FIDF 57.2 $93.1 986.7 T1714 781.4 662.4 623.4 
Total 685.2 1,901.4 2,327.8 2,553.5 2,804.2 2,900.3 2,936.9 
Total as % of GDP 14.9 40.2 50.3 55.1 57.3 57.4 54.8 





Source: Ministry of Finance 


the so-called Miyazawa initiatives program) mainly for employment creation and 
other social purposes. As shown in Table 4, the total public debts of the Thai 
government almost tripled between December 1996 and December 1997, that is 
from 685.2 billion baht to 1,991.4 billion baht. In terms of GDP share, this had 
increased from 14.9 per cent of GDP in December 1996 to 40.2 per cent of GDP 
in December 1997. These public debts continued to increase through the end of 
Chuan and the beginning of Thaksin. As of May 2002, the total public debts of 
Thailand stood at 2,936.9 billion baht or about 54.8 per cent of GDP. These two 
governments did not differ in their basic approaches to spend their ways out of the 
recession. 


On close examination, it may show that Thaksin government is a bigger 
spender than Chuan government. In a way, Thaksin and his political allies were 
voted into power for their election promises to do many things for the public. 
Five major election promises were well-known among Thai electorate: to give 
one million baht to each village and urban community for local development; to 
provide universal health services to everyone costing only 30 baht (about 75 US 
cents) each time; to provide debt relief to farmers through 3-year debt moratorium; 
to establish bank lending service for the poor; and to encourage and support each 
sub-district in the country to produce at least one product for sale in larger markets 
within Thailand and overseas. While Chuan was probably more village-oriented 
than Thaksin, he was more conservative and more cautious when it came to 
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spending public money for the general public. Thaksin was obviously more 
‘populistic’, and honoured his election promises quickly and without hesitation. 
A good case in point was when Chuan spent only 100,000 baht for each village 
for local development in 1998, Thaksin spent 10 times that amount within a few 
months after coming to power. And the total amount of this village fund did not 
show in the public debt figure in Table 4 because he did not borrow the money 
from the public but asked the Government Savings Bank, a state bank, to use its 
savings for this purpose (on the promise to pay back later). This was a shrewd 
practice that works to the benefits of Thaksin government, something that Chuan 
did not do and was unlikely to do.’ 


It is unlikely also that Thaksin government will raise any taxes which could 
hurt its ‘populist’ image. This government has already decided to postpone the 
re-establishment of the 10 per cent VAT to replace the current 7 per cent VAT. The 
implementation of budgetary allocation scheme to local governments whereby 
up to 35 per cent of central government’s budget must be allocated to local 
governments by 2005 will also works to the favour of the current government in 
power. Thaksin government could even become more popular in the South which 
traditionally is the stronghold of Chuan’s Democrat Party with its all-out attempts 
to win the hearts and minds of the people of the South, for example, through its 
policy to raise the price of rubber. 


6. External Sector Activities 


Thaksin’s brand of populism did not just stop at his aggressive public spending; 
it has gone into something unexpected by most observers. Thaksin was known 
to be a modern businessman whose wealth was accrued through his modern, 
internationally-oriented business activities (satellite communications, cable TV, 
mobile telephones, etc.). Yet, because the public at large had suffered from the 
hardship brought about by economic crisis related to globalisation and economic 
liberalisation gone wild, and the bitter medicine prescribed by the IMF, few would 





7 The current level of public debts is of much concern to the government and the opposition alike. 


The government has promised to cap the public debts at no more than 65 per cent of GDP, but many 
are still worried because the risks lie hidden in various ways money is spent, and the uncertainty 
about the need for much larger public support in the future (such as the need for much larger public 
support under the 30-baht health scheme). 
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like to see or hear any policy that shows globalisation and liberalisation in good 
light. Therefore, Thaksin was careful to appeal and appease to local sentiments. 
Early in this regime, he gave several speeches that sounded inward-looking, even 
patriotic or anti-foreigners. He talked about the support of grassroots people and 
economy as against outward-looking, export-oriented economy which has always 
been the main driver of the Thai economic growth. When faced with the reality that 
the external sector is still the meaningful saviour of the Thai economy, he modified 
his stance to say that his government has adopted a ‘dual track’ policy where both 
internal and international economies are equally important. This delicate balance 
between appealing to the grassroots as well as to foreign investors has served him 
well, unlike what Chuan government which was variously criticised as appealing 
only to foreign capital and unchecked economic liberalisation. 


The fact remains that Thaksin government is as much in favour of outward- 
oriented economic development as Chuan government, and the success in exports 
is something they all look for. As shown in Table | and Chart 8, the success in the 
external sector achieved during Chuan’s regime became quite clear. The overall rate 
of growth of exports was negative only in 1998. In 1999 and 2000 the growth rate of 
exports was positive and significant for both years. On the contrary, export growth 
rate during Thaksin’s regime was negative for both 2001 and 2002. Also level of 
trade balance was higher during Chuan government than Thaksin government, 
and the current account surplus was also higher (see Chart 9). Perhaps it is unfair 
to relegate this relative success to specific outcomes of specific government, be it 
Chuan’s or Thaksin’s, because external or outside factors play a very important 
role in the performance of external sector of Thailand. It is obvious that Thaksin 
came into power at the time when the US started to get into recession. And the 
event of September 11, 2001 did not help either. But after two years, Thaksin 
was able to steer away from the danger of appearing to be dependent on outward 
orientation at the beginning of his government. It is now safe for him to show his 
true colour, that of a free trader and internationally competitive entrepreneur, very 
similar to Chuan despite his (Chuan) non-business background.* 


8 Knowing the background of Thaksin, I ventured to analyse that the portrait of Thaksin as an 


inward-looking, anti-globalist, and anti-foreigners early in his government was false. See Medhi 
(2001). 
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Chart 7: Foreign Trade 
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Chart 9: Foreign Direct Investment 
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Four other factors have worked in favour of Thailand since the outbreak 
of economic crisis in 1997. First, the number of foreign tourists into Thailand has 
never been adversely affected by the crisis. In fact, the crisis which caused the local 
currency to depreciate sharply had helped the number of foreign tourists to increase. 
In the past 4—5 years, the number of foreign tourists into Thailand averaged about 
800,000 a month, or about 10 million a year. These many foreign tourists have 
helped Thailand earn about 7 billion US dollar worth of foreign exchange a year. 
Second, the foreign direct investment (FDI) has started to pick up in 2001 after its 
declining trend since 1998 (see Chart 10). Third, the rapid and painful repayment 
of foreign debts of Thailand in the early part of the crisis has started to pay off. As 
of June 2002, the amount of external debts of Thailand stood at about 65.1 billion 
US dollars, compared to 109.3 billion US dollars in 1997. And finally, perhaps as a 
result of the earning from foreign tourism as well as the increase in FDI and so on, 
the international reserves of Thailand have roughly reached the level it had before 
the crisis (that is about 38 billion US dollars. See Chart 12). Shortage of foreign 
exchange is no longer a constraint in the Thai trading system. 
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Chart 10: External Debts 
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Chart 11: International Reserves 
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Chart 12: 14-Day Repurchase Rate 
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7. Employment and Unemployment 


Even before the crisis in mid-1997, Thai economy had shown signs of strain. The 
economic bubbles that started to form in mid-1980s began to burst one by one. 
The number of bankruptcy and factory closedown began to rise even in 1996. The 
onset of the crisis in July 1997 not only provided several companies with genuine 
problems in their operations to lay off their employees, it also provided unaffected 
companies to cut loose some of their staff who carried large salaries from the 
economic bubble period. At first it was feared that the number of retrenched 
workers would be intolerably large as a result of the crisis, but the Thai labour 
market was proven to be resilient with the workers willing to adjust their wages 
and working conditions down rather facing unemployment. Underemployment 
had increased but the level of hardship was less than expected. Many of these 
retrenched workers had returned to their villages in the countryside, waited there 
for a while and returned to cities for another jobs. 
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According to the Labour Force Survey (LFS) data, unemployment began 
to surge dramatically in the first quarter of 1998 (dry season) from 0.9 per cent 
of the current labour force to 4.8 per cent of the labour force. Unemployment 
remained high for several quarters and peaked at 5.6 per cent in May 1999 before 
declining to 3 per cent in August 1999. A recent data shows that unemployment 
rates are between the 2.5 per cent — 3.5 per cent range, which are still higher 
than the pre-crisis level (between |—2 per cent range). In October 2001, about one 
million people were reported to be unemployed (3.2 per cent of the current labour 
force). In May 2002, the same number of people were unemployed but the rate 
of unemployment was only 3.0 per cent due to increase in total labour force. This 
relatively low level of unemployment was a help to Chuan as well as to Thaksin 
governments. 


8. Restructuring of the Financial Sector and Its Problems 


It has been mentioned earlier on that the restructuring of the financial sector had 
occupied the time of the Thai government since the beginning of the crisis. It is 
also true to say that, even today, the restructuring of the financial sector is still 
not over. Most finance companies may have already been closed, and mergers 
and acquisitions of commercial banks may have already been accomplished, but 
the problems of non-performing loans (NPLs) of most commercial banks are still 
as serious as ever. If there is any one factor that was a persistent obstacle to the 
success of Chuan government in tackling or handling economic crisis in Thailand 
during 1997 and 2000, it was this inability to satisfactorily solve the NPL problems 
of various commercial banks. And this had hurt Chuan government the most, and 
caused it to lose its 2001 election. 


Not that Chuan government did not try to solve these NPL problems: they 
did, but had encountered many resistance and obstacles. First, Chuan government 
had a weak power base to begin with. It had to engineer a tricky political support 
from the opposition party before gaining enough votes to form a government. So, 
its political position in the country was not that strong (unlike the same position of 
Thaksin government now). Second, many owners of bad debts happened to be those 
who had vast political power in Thailand who could challenge to authority of Chuan 
government, or obstruct its policy decisions. The much watered-down version of 
the bankruptcy law passed by the Thai parliament was a case in point where these 
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influential debtors were quite leniently dealt with in their legal obligations and 
consequences. Third, Chuan government was very reluctant to commit its public 
assistance to these owners of bad debts, preferring private creditors and debtors to 
negotiate their own debt resettlements or restructuring.’ All these together explain 
slow progress on the solution to NPL problems of Thailand. 


When Thaksin became Prime Minister after Chuan, he had decided already 
that these NPL problems must be solved quickly by whatever means available so 
that private lending could start in earnest again. Therefore, one of his first activities 
on this unique financial restructuring was to invite all the banks and creditors 
to agree on the new rules to tackle these NPL problems. Essentially the main 
difference between the NPL policy of the old government under Chuan and the new 
government under Thaksin was that the new government was willing to ‘nationalise’ 
these bad debts so that these creditor banks could be released from the stranglehold 
of capital adequacy rules and the stringent loan-loss provisions, and could start to 
make new loans. This was a major departure from the old government, and it had 
gone to show the resolve of the new government to solve the NPL problems once 
and for all. Who were to bear the burden of this nationalisation of bad debts? The 
future Thai taxpayers of course, but if the benefits from getting the economy out 
of this NPL logjam now is greater than the costs of prolonging the problems, then 
this policy measure may be warranted. Moreover, if these NPL problems could not 
be solved within the first few years, there is no better way than this. 


As aresult of the setting up of the Thailand Asset Management Corporation 
(TAMC) to buy bad debts from those creditors who were willing to sell them 
according to agreed prices and conditions, the existing size of NPLs in the whole 
financial system fell sharply from about 40 per cent of the total loans in early 2000 
to slightly over 10 per cent in March 2002.'° Because the Board of TAMC was given 
extensive power to negotiate and settle the debt restructuring, the welfare effects of 
their decisions (who gains, who loses, and the income redistribution effects) could 





° There was a saying in Thailand to describe the plight of these rich and influential owners of NPLs. 


They were known to have ‘collapsed onto a soft cushion’. Chuan and Tarrin were known to be very 
averse to this, and would dread to do anything to help those who “collapse on the soft cushion’. It 
appears that Thaksin and his associates did not have this economic hang-up. 


10 Information provided by the Bank of Thailand as quoted in Navaporn (2002). 
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be enormous. No one has made any study on this yet, both the redistributive effects 
of debt restructuring and resettlements, and the future payment of these bad debts 
up to 10 years from now, but the outcome can be mind-boggling." 


Atany rate, the way Thaksin government has decided to tackle NPL problems 
this way has shown that it has become much more radical than Chuan government 
in policy making and implementation. Solving NPL problems through TAMC is 
but one policy package under the new government. There are others, especially, the 
equally huge and complex public sector reforms. These public sector reforms had 
been in the plans of several governments in the past, but they did not go very far. 
With Thaksin at the helm of his government, he put it as one of his top priorities 
and pushed it through the maze of legal and administrative preparations, aiming to 
have a new reformed system ready by the start of new 2003 budget year in October 
2002. The fact that he was able to do this says a great deal about the power that 
Thaksin wields at the moment. 


9. Problems in the Social Sector 


Other areas that set Thaksin government apart from Chuan government are found 
in the handling of the problems in the social sector in Thailand. It is here that 
Thaksin’s policies shine in comparison to what Chuan and his colleagues were able 
to accomplish in the short period of two years. We have already mentioned the four 
policy areas as part of his election promises that Thaksin and his Party made at the 
general election in early 2001 (see Section 5 above). Of these, the Village Fund 
Program and the 30-baht Health Scheme have been most well-known, and have 
made the greatest impact on the life of the Thai people. It is too early to judge the 
effectiveness of these policies in solving social problems of the Thai people, but 
the determination that Thaksin and his colleagues has in carrying out these tasks 
is exemplary. If they work, the popularity of Thaksin government will remain for 
a long time. 





1 Many analyses on the success (or lack of it) of the TAMC have begun to appear from various 
sources. I myself have written on this also. See Medhi (2002). 
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There is one area that Thaksin government is often criticised as unsuccessful. 
This is the area of educational reform. The main criticism was that Thaksin and 
his Education Minister were uncooperative with the recommendations from 
the National Education Reform Committee which was set up before Thaksin 
took office. Because of this lack of cooperation (or at least the problem of not 
accepting what the National Committee has recommended), there was a delay 
in the implementation of educational reform as stipulated in the Constitution. 
Under close scrutiny, however, this uncooperativeness could be construed as the 
unwillingness of Thaksin to be subject to the wishes of those whom Thaksin did 
not subscribe or accede to in the first place. Thaksin (and his Education Minister) 
probably would like to leave his imprint on future education reforms that uniquely 
reflects his own thinking or perception about what future good education is all 
about. Under this analysis, it is not unusual that he appeared to be uncooperative. 
It would be unusual if he acted otherwise. 


10. Summary, Conclusions and Policy Implications 


In this paper, I have tried to discuss main policy approaches that the two Thai 
governments under Chuan Leekpai of the Democrat Party and Thaksin Shinawatra 
of the Thai Rak Thai Party had adopted in solving economic problems of Thailand 
brought about by the collapse in the defence of its exchange rate since July 
1997. My main argument was that there was little difference in the ways both 
government tackled macroeconomic problems of the country. Both believed in 
good macroeconomic management that is supposed to bring in macroeconomic 
stability, and this stability includes, in the main, reasonable rate of growth of the 
economy, low inflation, effective monetary and fiscal policies, full employment 
or small unemployment, strong external sector, and effective restructuring 
of its financial and public sectors. Despite the rhetoric about inward-looking 
development policy and the self-reliance that Thaksin proclaimed for Thailand 
and the Thai people early in his government, both Chuan and Thaksin governments 
were free marketeers who believed in efficient market forces and the importance 
of international competition. 


The main differences between the two governments, however, include 
Chuan government’s more cautious and more conservative approaches to solving 
non-performing loans problems, in contrast to more forceful and more radical 
approaches to the same problems of Thaksin government. There were also 
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differences in the ways the two governments used public funds to help people 
in the social sector, to create jobs in the villages, to provide almost free medical 
services to all Thai citizens, to temporarily stop payment to a government bank on 
agricultural loans, and to lend to the poor people without collaterals. These policies 
have incurred a great deal of costs to Thaksin government, but in exchange, they 
have made Thaksin government very popular among Thai people, especially those 
in the rural areas. Thaksin has also managed to make substantial headway in solving 
other sticky problems in the property or real estate sector. These microeconomic 
adjustment policies under the current Thaksin government have impressed many 
observers for the speed with which policy decisions have been made, and the 
determination to have these policies implemented. 


Nevertheless, there are policy implications that could occur under Thaksin 
government that are different from what had occurred under Chuan government. 
While Thaksin has shown the speed and the seriousness in his tackling of the 
country’s problems as if they were problems in his company, or that he runs the 
country as if the country is his own company, the quick results must be weighed 
against the costs that may be associated with such quick results, both hidden and 
long-term. Undoubtedly, Thaksin’s resolve and determination have impressed not 
just the Thai people, but foreigners and foreign investors as well, and are a good 
policy to build confidence in Thailand or the Thai nation. But, again, one must be 
careful to think about the two sides of the same coin, that there are costs associated 
with all decisions, not just benefits. By being careful on what one has decided, and 
mindful of the threats or risks involved, we are certain to arrive at policy outcomes 
that enhance the welfare of us all. 


68 REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


REFERENCES 


Chu Yun-Peng and Hal Hill (eds.) (2001), The Social Impact of the Asian 
Financial Crisis, Cheltenham: Edward Elgar, 2001. 


Medhi Krongkaew (2001), ‘The New Foreign Economic Policy of Thailand 
and International Implications’, TDRI Quarterly Review, vol. 16, no.3, 
September 2001, pp. 10-13. 


Medhi Krongkaew (2001), “A Tale of an Economic Crisis: How the Economic 
Crisis Started, Developed, and Is Ending in Thailand”, in Chu Yun-Peng 
and Hal Hill (eds.), (2001), The Social Impact of the Asian Financial 
Crisis, Cheltenham: Edward Elgar, 2001, pp. 27-80. 


Medhi Krongkaew (2002), ‘Economic Growth and Social Welfare: Experience of 
Thailand After the 1997 Crisis’, paper presented the International Seminar 
on Promoting Growth and Welfare: the Role of Institutions and Structural 
Change in Asia, organised by UN Economic Commission for Latin America 
and the Caribbean, the Institute of Developing Economies, Japan, and the 
Instituto de Economia, Brazil, in Santiago, Chile, April 28-29, 2002, and 
Rio de Janiero, Brazil, May 2-3, 2002. 


Navaporn Ruengsakul (2002), ‘Financial Crisis and the Rehabilitation of Financial 
Institutions’, paper presented at the 2002 Annual Conference of the 
Economics Section, National Research Council of Thailand, in Bangkok, 
19 September 2002. 


PART 


Poverty and Income 
Inequality 


This page intentionally left blank 


THREE 





MACROECONOMIC POLICIES AND POVERTY: 
THE THAI EXPERIENCE* 


Medhi Krongkaew™ 


1. Introduction 


Among the high-performing East and Southeast Asian economies, Thailand 
stands out as one of the most outstanding economies in the region in terms of 
the extent and the rate of economic growth it has generated. From 1961 when 
Thailand launched its first national development plan, the GNP per capita was 
only 2,700 baht whereas in 1995, three decades and a half later, its GNP per capita 
is estimated at 68,405 baht, an increase of more than 25 times in nominal terms. 
The rate of growth of GDP averaged about 7.9 per cent during the first decade of 
the systematic development (that is after the first plan), and 6.9 per cent during 
the second decade. Although the growth fell somewhat during the first half of the 
third decade, the second half of the 1980s saw the Thai economy taking off onto a 
new height of economic development with double-digit growth rates. After some 
periods of retrenchment, the Thai economy is now maintaining a slower but still 
respectable growth rate of about 7-8 per cent per annum during the first half of 
the 1990s. 





Research report prepared for the International Labour Office (ILO), Bangkok Office, August 
1996. 


* Director, Institute of East Asian Studies, Thammasat University, Bangkok, Thailand. 
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Such extraordinary growth and expansion have helped the Thais increase 
their average household and personal income, and as such has caused the incidence 
of poverty or the proportion of people having income lower than a given poverty 
line to fall continuously. But while this economic phenomenon is very clear to 
see, it is quite complex to really understand the true nature of changes in poverty 
conditions in the country. For example, how well-accepted is the concept of 
poverty used in the measurement of poverty incidence? What are the techniques 
used in the computation of poverty line? Who are the poor under a given poverty 
line and why are they poor? What kinds of policy impacts various government 
policies have on the poverty conditions of the Thai people? Has the poverty been 
reduced because of an overall growth policy or any specific anti-poverty programs 
of policy? What else outside poverty changes that the Thais have experienced 
during the implementation numerous development policies? And so on. These and 
other problems are critically important for the understanding of the relationship 
between economic growth and poverty alleviation. 


In this paper we will concentrate on three specific issues. First, we will 
explain the main features of the growth of the Thai economy in recent years, 
to see how the Thai economy has transformed from being agriculture-based to 
industry-based within the last three decades, and how the livelihood of the Thai 
population has changed. Secondly, we will examine the changes in poverty (and 
income inequality, when it is appropriate to do so) within the same time periods, 
and the characteristics of poverty or poverty correlates among the Thai population. 
Finally, we will discuss the effects of some of macroeconomic policies adopted 
in Thailand since the early 1960s upon poverty (and income inequality), and the 
prospects of poverty policies in Thailand under the new economic conditions. 


2. A Brief Look at Thailand’s Economic Transformation and Growth 


When the first National Economic Development Plan was launched in 1961 
Thailand was a typical agricultural economy. Over 80 per cent of the population 
were engaged in agricultural activities, with rice as a major crop for both 
domestic consumption and export. Other major crops and primary products for 
export included rubber, maize, kenaf, teak and tin. Under the threat of population 
explosion (the rate of growth of the population was over 3 per cent a year) the 
government decided to move the economy away from low-level equilibrium and 
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Table 2.1: Public Debts of Thailand 


1960 1970 1980 1989 1990 1991 1992 1993 1994e  1995e 





GDP (% share): 





Agriculture 398 283 254 151 127 126 120 102 104 #103 
Industry 18.2 253 284 43.7 443 456 45.7 465 46.7 468 

(manufacturing) (12.5) (16.0) (19.6) (26.7) (27.2) (28.3) (28.0) (28.4) (28.7) (28.9) 
Services 42.0 464 464 412 430 41.7 423 433 429 429 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 





GDP (% growth): 





Agriculture 5.5 43 47 96 3.7 5.9 4.2 0.0 3.5 43 
Industry 10.9 93 44 162 163 125 100 108 U0 112 

(manufacturing) (10.5) (10.1) (4.9) (14.9) (16.1) (12.2) (11.3) (11.6) (12.0) (11.9) 
Services 8.4 73 64 Ill 131 6.0 73 8.6 79 74 
Overall GDP 7.9 6.9 54 122 116 8.1 79 8.4 8.6 8.6 





Note: The growth rates in 1960, 1970, and 1980 columns are average annual growth 
rates for the 1960s, 1970s and 1980s, respectively. Percentages may not add to 
100 because of rounding errors. 

Source: NESDB 


push it into systematic development. And the basic development policy was for 
the government to play supporting role to the investment initiatives of the private 
sector. 


The transformation from an agricultural to an industrial economy in 
Thailand is shown in Table 2.1. From this table it may be seen that, overall, the 
rate of growth of GDP in Thailand has been quite satisfactory. During the 1960s, 
the economy grew by 7.9 per cent a year, reducing to 6.9 per cent during the 1970s. 
Growth slowed somewhat in the early 1980s due to difficulties associated with the 
energy crisis. But after a few years of structural adjustment and cautious economic 
management the economy returned to high growth in the latter half of the 1980s. 
The average growth rate of GDP during the 1980s was 7.8 per cent per annum, but 
between 1986 and 1990 the economy grew at 11.2 per cent per annum. 

It is also obvious from Table 2.1 that the relative contribution of agriculture 
to Thailand’s GDP started to decline from the beginning of the period of the First 
Plan. In 1960 the share of the agricultural sector in GDP stood at 39.8 per cent, 
compared with 18.2 per cent and 42.0 per cent, respectively, of the industrial and 
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service sectors. Agriculture’s share reduced to 28.3 per cent in 1970, 25.4 per cent 
in 1980 and finally to 12.4 per cent in 1990.! The rate of growth of the agricultural 
sector as a whole was estimated at 5.5 per cent a year on average in the 1960s, 
falling to 4.3 per cent a year during the 1970s. Agricultural growth was higher at 
4.7 per cent in 1980, but from 1986—90 growth fluctuated more widely. Agriculture 
had negative growth of —0.2 per cent in 1987; but during 1988 it surged to 
10.2 per cent but fell again to —1.8 per cent in 1990. As the agricultural sector has 
become smaller in relation to other sectors in the economy and more exposed to 
international conditions, its growth pattern has become prone to wide swings. 


In the meantime, the industrial sector which contains the manufacturing, 
mining, electricity and power, and construction subsectors, increased its GDP 
share from 18.2 per cent in 1960 to 25.3 per cent in 1970, 28.4 per cent in 1980 
and 39.2 per cent in 1990. The growth rate of 4.4 per cent in 1980 was untypical of 
this sector, and was mainly the result of the second oil shock during 1979-80. As 
can be seen in Table 2.1, in the latter half of the 1980s the average rate of growth 
of the industrial sector was continuously high, reaching 17.4 per cent in 1988. Of 
course the principal growth engine has been the manufacturing subsector, whose 
performance has been the main reason behind the high growth of the industrial 
sector. The service sector is also expanding well. As the economy has become 
more industrialized, the service sector—-which provides general basic support such 
as banking, finance and insurance, transportation and trade—has grown in step with 
it. In fact, the fastest growing subsector in the Thai economy in the last three 
decades has been banking. 


Currently the Thai economy continues to industrialise. As shown in 
Table 2.1, the share of agricultural value added is estimated to fall slightly from 
10.4 per cent in 1994 to 10.3 per cent in 1995, whereas that of the manufacturing 
is estimated to increase from 28.7 in 1994 to 28.9 per cent in 1995. It may be 
noticed, however, the pace of industrialisation has become slower as the relative 
shares of agriculture and manufacturing in the total GDP did not change much in 
the last few years. Considering the fact that the majority of the population (more 
than 55 per cent) is still engaged in agricultural activities, this level of structural 


' The 1990 relative share figures shown in Table 2.1 are preliminary figures. The agricultural share 


of 12.4 percent of GDP is somewhat low; a normal trend adjustment would increase this figure to 
about 13.8 per cent. 
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change reflects a continuing attempt by the authorities to maintain the relative 
share of the agricultural sector. Probably they will see to it that the decline in the 
agricultural value added will not become too rapid, at least not until the industrial 
employment or employment in the services sector have risen fast enough to absorb 
a larger proportion of labour from the agricultural sector. 


The overall growth rate of GDP in 1995 was estimated at 8.6 per cent. This 
is the same as in 1994. It is quite likely that Thailand may be able to maintain the 
rate of growth around 8 per cent for some time to come as the country has gained 
the experience of appropriate economic management, that is, to keep the economic 
expansion at a level that does not put too much pressure on the price level. For 
example, it is forecast that the GDP growth rate for 1996 will be 8.3 per cent, 
a little less than the growth rate of 1995 because the authorities have aimed at 
controlling the rate of inflation to no more than 4.9 per cent in 1996 (compared 
to the actual rate of 5.8 per cent in 1995). The growth and stability of the Thai 
economy, having come under some destabilising pressure lately, have maintained 
a satisfactory trend. 


The Thai economy experienced major growth impetus in the latter half of 
the 1980s. First, the large (14.7 per cent) devaluation of the Thai baht at the end 
of 1984 brought about more-than-expected good result in export growth a few 
years later. The appreciation of the Japanese yen after the 1985 Plaza Accord saw 
the influx of Japanese direct investment into low-cost Thailand starting around 
1986. The success in the tourism promotion of the Thai authorities in 1987 
witnessed the doubling of foreign tourists between 1985 and 1989, and tripling 
between 1985 and 1995. Although Thailand experienced sustained current account 
deficits, its balance of payments is helped by net capital inflows, with adequate 
foreign exchange reserves for up to 6 months of imports. Until last year, where 
the country suffered from severe floods in most parts of the country causing food 
prices to rise disproportionately, the inflation was maintained at below 5 per cent. 
The Thai government is also in good fiscal conditions, enjoying its 8 consecutive 
years of fiscal surplus since 1987. The export growth, one of the major growth 
engines of the modern Thai economy, slows down a bit in the first half of 1996, 
but is expected to pick up during the remainder of the year. The overall picture 
of Thailand today is that of a newly industrialised country whose production and 
exports have now included such manufacturing items as textile products, computer 
parts and components, electrical appliances, jewellery as well as processed food. 
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3. Poverty Incidence and Conditions 


Growth has manifest itself in various ways during the last three and a half decades. 
One is the increase in average household and personal income, and the other is 
the reduction of the incidence of poverty. In the following section, we discuss 
the changes in average household and personal income and the proportion of the 
people living under the conditions of poverty. 


3.1 Changes in Average Household Income 


The National Statistical Office (NSO) conducted a large scale household income 
and expenditure survey for all regions of Thailand during 1962/63. This survey 
eventually provided the first series of income and expenditure data that poverty 
researchers have continued to use ever since.* From Table 3.1 which presents 
average income of Thai households in various survey years from 1962/63 to 1992, 
it may be seen that the annual household income of an average Thai in 1962/63 
was only 1,601 per person per year.* The relative structure of income position of 
the Thai people has already been established at that time, that is to say, Bangkok 
population will have the highest income, and those of the Northeast will have 
the lowest income. This pattern has never changed in the past 30 years although 
the relative income positions of the people of South, Centre and North do switch 
around through time. 





2 This Household Income and Expenditure Survey was later renamed Socioeconomic Survey 


(SES). The SES data that have been used include those for 1968/69, 1975/76, 1981, 1988, 1990, and 
finally, the latest SES for 1992. 

3 Normally personal income from household survey is lower than per capita income from the 
national income account due to underreporting of personal income during survey. Nevertheless, these 
two income concepts are different and should be used for the same purpose. 


Table 3.1: Public Debts of Thailand 
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N. NE. C. S. BMR WK. 
1962/63 
Whole Kingdom 1,075 993 1,174 1,822 2,346 1,601 
1968/69 
Whole Kingdom 1,830 1,580 2,790 2,056 3,993 2,490 
1975/1976 
Municipal Area 8,672 6,671 8,299 7,610 8,284 7,735 
Sanitary District. 4,494 4,847 5,948 4,726 7,238 5,102 
Village 3,101 2,606 4,610 3,398 5,354 3,233 
Whole Kingdom 3,686 3,030 5,195 4,048 7,246 4,206 
1981 
Municipal Area 19,086 15,923 15,758 18,307 20,060 17,415 
Sanitary District. 9,528 8,334 10,771 10,077 17,160 9,449 
Village 7,345 5,368 9,519 7,421 11,441 6,991 
Whole Kingdom 8,447 5,910 10,228 8,880 17,063 9,008 
1986 
Municipal Area 22,594 20,385 20,369 22,070 24,327 21,013 
Sanitary District. 10,520 10,384 13,983 12,657 21,015 11,762 
Village 8,363 5,196 9,837 8,403 17,172 7,144 
Whole Kingdom 9,557 6,257 11,445 10,448 21,944 10,133 
1988 
Municipal Area 25,742 17,602 20,430 22,538 29,880 26,791 
Sanitary District. 11,601 12,856 14,974 14,407 21,938 14,252 
Village 9,522 6,868 11,192 9,040 19,684 8,916 
Whole Kingdom 11,158 7,804 12,739 11,228 28,098 12,766 
1990 
Municipal Area 35,725 27,335 30,672 31,049 42,559 38,487 
Sanitary District. 19,269 18,331 21,452 19,826 33,870 21,039 
Village 13,502 9,451 16,385 14,205 31,675 12,911 
Whole Kingdom 16,032 10,909 18,788 16,870 40,877 18,654 
1992 
Municipal Area 50,371 42,415 47,437 48,890 63,332 57,382 
Sanitary District. 27,454 24,454 33,019 29,388 54,544 31,387 
Village 15,538 12,468 21,099 18,105 40,585 16,458 
Whole Kingdom 19,817 14,698 25,715 23,045 59,783 25,560 





Source: NSO, Socioeconomic Surveys, various years. 
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Chart | gives a graphic presentation of these changes in average household 
income through time from 1962/63 to 1992. In the beginning of the period most 
incomes were set close together at a rather low level as pointed out earlier. As the 
country developed, these incomes increased, with Bangkok region showing a clear 
sign of faster growth than any other regions even in the second survey period in 
1968/69.4 This growth trends for Bangkok continued throughout the 1960s and the 
early part of the 1970s, accelerated in the second half of the 1970s and kept on 
expanding in the last 20 years. In 1992 the average household income per capita 
in Bangkok is more than twice higher than any households in other regions. In 
the meantime, it may be seen that the average household income of the Northeast 
always lags behind all other regions, and the gap has become widest in 1992. 


Chart 1: Average Current Per Capita Income of Thai Households, 1962/63 to 1995 
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4 From 1968/69 onward the National Statistical Office has changed the name of this Household 
Income and Expenditure Survey to Socioeconomic Survey or SES for short. Therefore, the results 
of these surveys will be identified by the years in which the surveys are conducted. For example, the 
1990 SES would be the result of the survey conducted in 1990 and so on. 
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However, these patterns of changes in average household income do not 
give an accurate welfare changes of the people because the effects of price changes 
had not been taken into account. When the average household income as shown in 
Table 3.1 is adjusted by the price changes using the consumer price index, another 
picture emerges. Table 3.2 shows these effects by presenting the rate of growth of 
real income of these different regional households between different periods of 
income surveys such as from 1962/63 to 1968/69, 1968/69 to 1975/76, and so on. 


Table 3.2: Public Debts of Thailand 





1962/63 to 1968/69to 1975/76to 1963/63 to 4981-88 4988-90 4990-92 











1968/69 1975/76 1981 1981 
All Nation 
North 7.3 -0.6 3.6 2.9 -0.3 15.5 12:5 
Northeast 6.1 2.0 0.6 2.8 -0.4 14.0 22.5 
Centre a9 0.8 0.0 1.6 =0.7 16.3 24.0 
South 0.2 1:2 0.8 1.0 0.2 17.1 24.2 
Bangkok 7.3 4.4 1.6 1.2 0.8 13.3 33.0 
Whole Kingdom 5:7 0.0 1.3 2.1 0.8 14.4 24.6 
Urban 
North py 0.4 0.3 1.9 5.0 17.6 28.7 
Northeast 6.5 1.7 2.1 0.7 2,3 18.5 30.7 
Centre 4.4 0.3 2.7 0.7 2.6 17.2 39.3 
South 2.2 0.7 0.0 0.4 3.0 12.8 41.1 
Bangkok 8.1 2.9 -0.1 1:5 1.0 13.0 35.6 
Whole Kingdom 7.7 2.7 0.2 1.3 3.0 14.8 34.5 
Rural 
North 7.4 0.3 2.6 3.0 -0.8 14.7 4.6 
Northeast 53 3.5 0.4 3.1 -0.9 13.1 19.9 
Centre 5.4 0.6 -0.7 1.7 1.4 15.8 17.1 
South 0.9 2.6 17 1.1 0.9 19.8 15.9 
Bangkok n.a. —1.6 4.6 0.9 4.7 19.2 16.5, 
Whole Kingdom 4.8 1.6 0.0 2.1 0.7 13.9 15.9 





Source: National Statistical Office, Socioeconomic Survey Reports, various issues; and 
Bank of Thailand, Monthly Bulletin, various issues. 
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First of all, it can be seen clearly that the annual rate of increase of real 
income between 1962/63 and 1968/69 is quite high. For example, the average 
increase for the whole kingdom was 5.7 per cent per annum, compared with even 
higher rates of 7.3 per cent for Bangkok and the North, 6.1 for the Northeast, and 5.9 
for the Centre. Only the very low annual rate of growth of the South had resulted in 
the lower overall figure. The generally high rate of growth could also be explained 
by the fact that the average household income figures for 1962/63 is likely to be 
understated because only cash income was included in the survey, whereas from 
1968/69 onward, the NSO had included the estimates of income-in-kind in the 
average income of households. 


When the data are classified into urban and rural households, it can be 
seen that the urban households experienced higher income growth than their rural 
counterparts. However, during 1968/69 to 1975/75 the urban household income 
suffered a relative decline compared to the rural household income. This was due 
mainly to the relatively higher inflation rates in the urban areas, particularly in 
association with the first oil-price increase between 1971 and 1973, which was 
repeated during the second oil-price increase between 1979 and 1981. Coupled 
with high commodity prices in the middle of the 1970s and the early 1980s, the 
relative real income growth of rural households up to 1981 was higher than that of 
urban households (2.1 per cent compared with 1.3 per cent). It has become quite 
obvious that economic growth and development during the 1960s and 1970s, while 
benefited the urban households more than the rural households, had also trickled 
down onto the rural households in terms of their higher average incomes. 


From 1981 to 1988, however, the rural sector suffered a setback. The 
commodity prices (rice, sugar, and cassava) fell significantly during these periods, 
reaching the bottom around 1986. At the same time, the unexpected fall in the oil 
prices towards the middle of the 1980s, and the positive response to the drastic 
devaluation of the Thai baht in 1984 in terms of increased manufactured exports, 
had helped the urban-based manufacturing sector enormously. It can be seen that 
between 1981 and 1988 the real rate of growth of rural income fell to —0.7 per 
year, whereas the urban households still maintain a small but positive growth rate 
of 3.0 per cent. It is also interesting to note that when these urban and rural areas 
are combined, the real rate of the whole kingdom was still positive but very small 
(0.8 per cent). 
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Actually the data for the year 1986 were skipped because of the extraordinary 
drops in commodity prices during that year, severely affecting the income positions 
of most households in the rural areas. The average household income in 1986 in 
some rural areas, for example, in the Northeast actually fell in absolute terms 
in comparison with 1981. The year 1986 should be treated as unusual year and 
should be excluded from the analysis.* However, starting from 1987, the economy 
began to rebound strongly, partly as a result of successful promotion of the tourist 
industry, the overwhelming increase in the exports of manufactured products, 
the realignment of the Japanese yen leading to massive influx of Japanese direct 
foreign investments into Thailand, and other capital inflows from foreign sources 
for equity investment. Within the space of two years (from 1988 to 1990) the 
overall household income in Thailand increased on the average 14.4 per cent per 
year. The real income growth during the next two years (from 1990 to 1992) was 
even more spectacular as the average increase of household income for the whole 
kingdom was estimated at 24.6 per cent per annum. The income growth is enjoyed 
by both the urban and rural sectors, although the former received higher rate of 
growth than the latter. 


At the end of 1992, therefore, the income growth of households in all regions 
has been most satisfactory, with high positive growth rates across the regions. The 
year 1988 could be treated as the beginning of another unusual period, but there 
is no need to exclude this period from the analysis because, unlike 1986, 1988 
could be looked upon as a start of a new cycle of economic growth where the 
economy is sufficiently transformed into a newly industrialised stage not similar 
to the situation in 1986. Even when the overall economic growth of the country 
declined after reaching the peak of 13.2 per cent in 1988, the general growth level 
has remained high. The Thai economy has entered a new phase where this high 
economic growth should be a norm rather than an exception. 


Before concluding this section, it is interesting to further investigate the 
patterns of income changes within the last decade when households are classified 
in various ways. In Table 3.3 it may be seen that Thai households are divided into 
quintile groups, by region, community type, sector of production, and occupation 
of the heads of households. The spectacular growth between 1988 and 1990 is 





5 However, I have included some data for that year in some part of the paper just to show how 


unusual that year was and why it should be excluded. 
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Table 3.3: Average Income Classified by Various Factors, 1981—1992 








Per capita/year (baht) Annual Growth (%) 
19811 ©1986" = 1988!! 1990 1992 1981-88 1986-88 1988-90 1990-92 

Quintile 

Quintile 1 (Lowest) 2,412 2,280 2,831 3,837 4,810 2.3 11.4 16.4 12.0 

Quintile 2 4,055 3,941 5,091 6,884 8,756 3.3 13.6 16.3 12.8 

Quintile 3 5,966 6,058 7,724 10,789 = 13,902 3.8 12.9 18.2 13:5 

Quintile 4 9,197 9,955 12,754 18,368 24,405 4.8 13.2 20.0 15.3 

Quintile 5 22,944 27,864 34,605 53,442 76,055 6.0 11.4 24.3 19.3 
Region 

North 8,270 8,927 11,359 =—-:16,032 ~—-:19,817 4.6 12.8 18.8 11.2 

Northeast 5,848 5,860 7,507 10,909 14,698 3.6 13.2 20.5 16.1 

Central 9,994 11,161 12,478 18,788 25,715 3.2. S37 22.7 17.0 

South 8,754 9,407 11,170 16,870 23,045 3:5 9.0 22.9 16.9 

Bangkok"! 19,920 25,404 30,114 41,893 63,331 6.1 8.9 17.9 23.0 

BKK Fringe'*! 11,239 = 14,988 18,301 36,855 45,892 72 10.5 41.9 11.6 





Community Type 


Municipality 18,468 23,472 26,820 38,487 57,382 3:5 6.9 19.8 22.1 
Sanitary district 10,094 11,444 13,486 21,039 31,387 4.2 8.5 24.9 22.1 
Village 6,874 7,037 8,761 12,911 16,458 3:5 11.6 21.4 12.9 





Occupation of Head 





Professn’| & Tech. 20,472 29,532 32,966 51,394 74,132 ea 5.6 24.9 20.1 
Executives 15,180 34,380 49,331 86,969 126,645 18.3 19.8 32.8 20.7 
Clerical workers 18,840 25,152 33,028 46,552 60,683 8.4 14.6 18.7 14.2 
Sales workers 17,280 20,268 22,738 32,458 43,421 4.0 5.9 19.5 15.7 
Services workers 14,112 18,720 20,591 29,545 43,521 5.5 4.8 19.8 21.4 
Agriculturists 6,196 6,142 7,865 10,677 = 12,571 3.4 13.2 16.5, 8.5 
Labourers 10,818 12,156 14,748 24,048 31,193 4.5 10.2 27.7 13.9 
Inactive 9,851 10,547 12,242 16,546 22,315 3:2 Aah 16.3 16.1 
Whole Kingdom 8,916 10,022 12,595 18,654 25,560 Sell 12.1 21.7 17.1 





Note: [a] Suganya and Somchai (1988) 
[b] For 1981 and 1988 this covers only BKK city core, while the 1988 and 1990 
figures are for total BKK 
[c] Bkk fringe refers to Pathum Thani, Nonthaburi, and Samut Prakan 
[d] Compound annual rate 
[e] Author’s own calculation 
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again confirmed with the (current) annual growth rate of 21.7 per cent compared to 
12.1 per cent between 1986 and 1988. The current annual rate of growth between 
1990 and 1992 fell somewhat from 21.7 per cent to 17.1 per cent but this fall is 
more than made up by the low increase in the relative price levels between the two 
periods. By other classification, the richest quintile (Quintile 5) has the fastest rate 
of income growth which, as will be explained later, contributed to the worsening 
of the income distribution. During the first two years of the boom period, the 
region with the highest income growth is not Bangkok proper, but the fringe areas 
of Bangkok where many manufacturing activities now concentrate. However, 
Bangkok proper regained the position of the highest growth region two years later.° 
The growth is also higher in sanitary districts which are now treated as new urban 
areas. Heads of households who are farmers (agriculturists) fared less well than 
heads of households in other occupations. And as expected, the professional and 
executive households had relatively higher growth rates, but so had the labourer 
households. This should not be surprising because the growth in manufacturing 
activities had led to better wages and larger employment of industrial and service 
labour. 


3.2 Changes in the Incidence of Poverty 


The changes in average household income in the last section have shown that 
most households benefited from the last 28 years of economic growth although the 
degree of benefits differed from one group to the other. The real rate of growth may 
be small and slow at first, especially for rural households, but a continuous income 
growth such as this is certain to have positive impact on the reduction of poverty in 
Thailand. This is shown to be the case when the incidence of poverty is measured. 


Since 1974, researchers on poverty in Thailand have used two significant 
techniques to measure the extent of poverty in the country. One technique is based 
on the concept of household consumption function where household expenditure 
survey would produce data that can be used to compute the average consumption 





® It should be mentioned that the number of samples selected from the fringe areas of Bangkok 


was quite small for both 1990 and 1992. Therefore, the survey results even with appropriate weights 
applied could show some erratic patterns. The National Statistic Office has recommended that the 
statistical results for the Bangkok vicinity areas should be merged with those of Bangkok proper and 
analysed as the overall Bangkok Metropolitan Region (BMR). 
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function of households in various settings. From this typical Keynesian 
consumption function, a ‘break-even’ point could be calculated which gives the 
level of income which is completely used up as expenditure. This income level 
could be regarded as the upper limit of poverty in the country, whereby some 
lower income limit could be set as a lower limit to represent the minimum level 
under which a household or a person could be defined as poor. This level could 
be the proportion of the ‘break-even’ income which is spent entirely on food, for 
example. Poverty incidence would be measured as the proportion of households or 
population living under this lower limit. 


The other technique uses the concept of the minimum amount of food that 
a person is needed in order to survive. This concept of ‘nutritional adequacy’ is 
then translated into actual food items and their prices. The minimum amount of 
income to purchase the said basket of food, plus some necessary non-food items 
such as clothing, shelter, and medicine, would be regarded as the poverty line. 
Poverty incidence is known by counting the number of households or population 
having income less than this poverty line and presented as a proportion of the total 
population. 


Up until the present time, the first technique which can be called 
‘Consumption Function (CF) Technique’ was used only once (see Medhi and 
Chintana, 1975), whereas the second technique which can be called ‘Nutritional 
Adequacy (NA) Technique’ has received a much wider popularity, and is regarded 
as the technique of choice today (see Trairong et al., 1975; Oey Meesook, 1979; 
and the World Bank, 1980).’ Despite its popularity, the NA Technique still suffers 
from the lack of technical refinements. The technique was used once to get the 
poverty line for 1975/76, and that line was used again and again in later years 
simply by applying price adjustments without taking into account the changes in 
household and population structures, their new consumption patterns, and changed 
standards of living. Indeed, this lack of technical improvement in the standard 





7 There is a fundamental difference between these two techniques. Unlike the NA Technique, the 


CF Technique does not set a subjective level of nutrition that a typical person must be required to 
consume to live, but uses the actual average consumption pattern of sample households as a standard 
of well-being. The poverty line computed from the CF technique would, therefore, change from one 
expenditure survey to the other. And this could be the reason why it was not popular compared to 
the NA Technique which, once the poverty line is calculated, can be adjusted simply by applying the 
weight of price changes. 
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technique had led to a new attempt to draw a new poverty line, as will be explained 
later. 


Due to different techniques of studies and different definitions and uses of 
units of analysis, it is not possible to have one uniform series of estimates about the 
incidence of poverty in Thailand. Instead, it is possible to group important poverty 
studies into 4 series with specific characteristics and findings as follows: 


(1) Poverty Incidence Series I 


This is the earliest series conducted by the present author to cover the periods from 
1962/63 to 1981. The poverty line for 1963/63 was calculated by the CF technique, 
but from the 1968/69 survey onward the NA technique poverty lines with price 
adjustments were used. Additional adjustments were made on different definitions 
of location (urban vs. rural areas) and different definitions of family. The adjusted 
poverty incidence for 1962/63 to 1981 is shown in Table 3.4. 


As shown in this table, the incidence of poverty was very high in 19632/63 
where the overall incidence for the whole kingdom was 57 per cent, further classified 
into 61 percent for rural areas, and 38 per cent for urban areas. The understatement 
of household income during those years could be one of the reasons for this high 
poverty incidence, but it is also reasonable to believe that a large proportion of 
the people was indeed poor. This high poverty incidence in 1962/63, however, 
was substantially reduced to 42 per cent (adjusted figure) in 1968/69, 33 per cent 
in 1975/76, and 31.3 per cent (adjusted figure) in 1981. Thus the secular decline 
in poverty incidence between 1962/63 and 1981 is clear, although the extent of 
poverty in some regions such as the Northeast was still quite high. In 1975/76, 
for example, the poverty incidence in the Northeast was 48 per cent, whereas in 
Bangkok it was only 12 per cent. Still this was a substantial reduction from the 
1962/63 level of 74 per cent. 


(2) Poverty Incidence Series IT 


Suganya Hutaserani and Somchai Jitsuchon of the Thailand Development Research 
Institute (TDRI) in Bangkok conducted a study on the state of poverty and income 
inequality in 1988 to cover the periods from 1975/76 to 1986. (Suganya and Somchai, 
1988). Medhi et al. (1992) extended the series to cover 1988 as well because 
the data coverage and definition for 1988 were similar to the studies by Suganya 
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Table 3.4: Incidence of Poverty: Series I 























196269 naa at 8787 rag 
North 65 36 38 35 23 
Urban 56 19 33 31 23 
Rural 66 37 39 36 23 
Northeast 74 65 68 46 36 
Urban 44 24 46 38 36 
Rural 77 67 71 48 36 
Centre 40 16 18 16 16 
Urban 40 14 23 20 24 
Rural 40 16 16 15 14 
South 44 38 40 33 21 
Urban 35 24 32 29 18 
Rural 44 38 40 33 22 
Bangkok 28 11 11 12 4 
Whole Kingdom 57 Bo 42 33 24 SiS) 
Urban 38 16 25 22 16 211 
Rural 61 43 45 37 27 34.7 
Note: [1] Sanitary districts were included in rural areas and rural poverty line of 


[2] 


[3] 


1981 baht per person per year is used to identify the poor in these areas. 
This practice of course understated the poverty incidence compared to the 
situation where sanitary districts were included in the urban areas, as shown 
in the figures for 1962/63, 1975/76 and 1981, where the poverty line used was 
2,961 baht per person per year. 

The adjusted poverty incidence presented here is calculated by assuming 
that the proportions of the poor in municipal areas versus sanitary districts 
versus villages were the same in 1968/69 as in 1975/76, so that appropriate 
proportions in 1975/76, which were known, could be applied to the incomplete 
data for 1968/69. For example, it was found that if sanitary districts were 
included in rural areas in 1975/76, the poverty incidence in urban areas in the 
Northeast would be increased of adjusted upward by about 90 per cent and in 
tural areas by about 6.7 per cent, and so on for other areas in other regions. 
The already adjusted statistics are therefore comparable with other data series 
presented. 

Adjusted for change in definition of household between 1975/76 and 1981. 
Only the Whole Kingdom figures are adjusted here. 


Source: Medhi (1986), Table 12; and Medhi (1989), Table 1. 
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and Somchai and could be presented together. From Table 3.5 where the poverty 
incidence Series II is displayed, the declining trends of poverty were interrupted 
in 1986 when the overall poverty incidence increased from 23.0 per cent in 1981 
to 29.5 per cent in 1986 before falling down to 21.2 per cent, the apparent normal 
trend, in 1988. The poverty situation in 1986 was therefore very unusual, and it 
would be more appropriate to exclude the incidence for the year 1986 from the 
series rather to include it.’ When this is done, the poverty trends would again show 
a continuously declining pattern, but it seems that the rate of poverty decline has 
become much slower when compared with the situations during the first Series.’ 


Between 1975/76 and 1988 (not counting 1986), the overall poverty fell 
from 30 per cent to 21.2 per cent, a reduction of almost 30 per cent. Poverty in 
Bangkok proper (city core), already low at 6.9 per cent in 1975/76, dropped to 
2.7 per cent in 1988. This is another indication of the relative economic prosperity 
of Bangkok compared to the rest of the country. In the Northeast, 36.8 per cent of 
its rural population still lived in poverty in 1988, the largest concentration of the 
poor people in Thailand. However, while this still represents a reduction in poverty 
from over more than a decade ago, the situation in rural areas of the Central Region 
seemed to get worse. The poverty incidence in 1988 was 15.0 per cent compared 
to 14.3 per cent in 1975/76. Perhaps this could be explained by the fact that the 
industrialisation activities centring on Bangkok and its vicinities had forced 
many households in the rural areas in the Central Region to migrate to work in 
Bangkok, leaving the poorer households behind. Moreover, the recent redefinition 
of Bangkok Region to include 4 surrounding central provinces further eroded the 
income positions of the remaining households in the rural Centre and increased its 
poverty incidence. 


8 The decision not to include the 1986 data would mean that many of previous poverty and income 


inequality studies (such as part of Suganya and Somchai, 1988; Chalongphob, 1989; Ikemoto, 1992) 
will not be used in our study. This has nothing to do with the quality of the research or the analysis 
of the above studies, which are excellent. It is just that the year selected was inappropriate. 

° The bottom part of Table 3.5 shows a series of poverty incomes (poverty lines) for various years. 
The base poverty lines are those for 1975/76 which were then adjusted by price indices in different 
years. There are two poverty lines for urban and rural households separately, which means that to 
arrive at the number of poor for the whole kingdom, we must add the urban poor and the rural poor 
together. 
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Table 3.5: Poverty Lines and Poverty Incidence in Thailand, Series II to IV. 











Series Il Series Ill Series IV" 

1975/6 1981 1986 ©1988" 1988"! = 1990 1992 1988 1990 1992 

North 33h) Piles 255 20.0 R83} 16.7 37 49.9 40.3 oo) 
Municipality 17.8 8.0 6.9 10.5 10.5 10.5 3.6 

Sanitary district 19.2 16.2 20.2 15.1 36.4 24.1 17.6 48.8 41.3 29.7 

Village 36.4 23.3 27.7 21.6 21.6 16.4 14.2 50.1 40.0 41.4 

Northeast 44.9 35.9 48.2 34.6 36.3 28.4 PBST) 67.1 62.0 55.0 
Municipality 20.9 18.0 18.7 18.6 18.6 177 9.9 


Sanitary district 24.7 20.8 33.3 18.6 41.8 36.9 31.8 333 93:1 45.1 











Village 48.5 37.9 50.5 36.8 36.8 28.3 22.5 69.0 63.3 56.2 
Centre 13.0 13.6 15.6 12.9 14.8 13.1 6.0 40.7 34.0 23.2 
Municipality 11.5 11.7 8.9 7.7 7.7 6.6 0.9 
Sanitary district 8.0 11.6 11.4 5:9) 18.7 19.4 9.2 41.2 33:7 19.7 
Village 14.3 14.2 17.4 15.0 15.0 12,2 6.1 40.5 45.3 24.3 
South 30.7 20.4 2 19.4 20.5 IE 12.1 48.7 42.5 Sle) 
Municipality 21.7 15.2 8.6 10.8 10.8 9.6 5.9 
Sanitary district 18.1 15.2 8.1 10.2 25.7 29.0 15.1 34.9 39.1 24.2 
Village 33.8 22;2 31.2 21.7 21.7 17.9 12.7 52.2 55.5 33.5 
Bangkok 7.8 3.9 ees) Br) 4.1 233) 1.22 14.7 8.3 5.0 
City core 6.9 3.7 3.1 2.7 2.7 2:1 1.1 14.2 9.5 4.5 
Surrounding - - = 6.6 9.6 2.7 1.7 18.8 4.2 6.4 
provinces 





Whole Kingdom 30.0 23.0 295) PMP) 22.8 18.6 13,7) 48.8 43.2 36.5 


Municipality 12:5 TS a9) 6.1 6.1 5.4 2:5 
Sanitary district 14.8 13.5 18.6 12.2 29.6 25.8 17.2 312 27.8 18.8 
Village 36.2 27.3 35.8 26.3 26.3 20.7 15.7 55.7 49.3 42.4 





Poverty Lines"! 
Urban 2,916 5,151 5,834 6,203 6,203 6,996 7,632 10,382 11,700 12,764 
Rural 1,981 3,454 3,823 4,076 4,076 4,404 4,968 6,868 7,416 8,366 





Note: [1] Applying rural poverty line to sanitary districts. 
[2] Applying urban poverty line to sanitary districts. 
[3] Baht per person per year. 
[4] The data for municipal areas and sanitary districts are combined to represent 
urban areas, whereas data for villages are used to represent rural areas. 
Source: NSO’s 1988 SES; and Suganya and Somchai (1988) for 1981 and 1975/76 data 
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(3) Poverty Incidence Series III 


These are the newest poverty incidence series based on NA technique poverty 
line with necessary price adjustments. The data for the computation of the 1988 
incidence came from the same source as in Series II but the treatment of sanitary 
districts in Series III is different from that in Series I]. In Series II, sanitary 
districts were treated as urban areas in contrast to Series II which treated them as 
rural areas. Admittedly, the true nature of these locations is probably somewhere 
in between, but there is no doubt that many of these sanitary districts have become 
more ‘urbanised’ in recent years,!° and it is more proper to group them among urban 
areas rather than rural areas. This Series [I is a new series which henceforward 
will treat sanitary districts as urban areas. 


As a result of this regrouping where (higher) urban poverty line is applied 
to households in sanitary districts, poverty incidence naturally increased in these 
locations. The overall poverty for the whole kingdom in 1988 was, therefore, 
22.8 per cent and not 21.2 per cent as in Series II. This may have overstated the 
overall poverty incidence somewhat. It is more interesting to observe that from 
1988 to 1990 this poverty incidence dropped from 22.8 per cent to 18.6 per cent 
from 1988 to 1990, and from 18.6 per cent to 13.7 per cent between 1990 and 1992.!! 
This is equivalent to a poverty reduction of 18.0 and 26.3 per cent, respectively, 
between the two periods, which is a very large reduction indeed, and reconfirms 
the beneficial effect of rapid income growth discussed in the last section. The 
benefits of rapid income growth in 1990 spread across all regions quite thoroughly, 
although some regions may be shown to have received relatively larger benefits 
such as Bangkok and the surrounding provinces of Bangkok where the poverty 
incidence declined to 2.7 per cent in 1990 from 9.6 per cent in 1988. The effects 





10 This is defined as an increase in population and population density, larger economic activities as 
partly measured by the increase in local taxation. 

'l Tt should be observed that the estimation of the incidence of poverty in this Series ITI (and also 
Series IV which follows) used the sample weights provided by the National Statistical Office. These 
sample weights did not add up to the total number of the population, prompting some researchers to 
question the correctness of the NSO weights. Professor N. Kakwani of the University of New South 
Wales, for example, believed that the NSO weights were not correct, so he proceeded to estimate 
a new set of sample weights using the information provided in the actual socioeconomic surveys. 
Indeed. under these new set of sample weights, the results in the estimates of poverty incidence 
(and income distribution) are different from that using NSO weights. This point should be further 
investigated in the future studies on poverty and income distribution in Thailand. 
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of industrialisation have really helped the people in industrial areas in and around 
Bangkok. 


(4) Poverty Incidence Series IV 


So far we have accepted the price-adjusted NA poverty cut-off income as the 
only legitimate poverty line. The adjustment by price alone would be a perfectly 
acceptable way of updating the estimate of poverty income if one would assume 
that there is no change in the population structure, in the pattern and composition 
of household or individual food and non-food consumption, and in the minimum 
nutritional requirements for a typical individual between 1975/76 and now. One 
could even question the original estimates of the World Bank for 1976 because it 
had based its calculation on the minimum caloric intakes for the Thai population 
in 1970, six years earlier. Therefore, a more accurate estimate of poverty income 
reflecting changes in population structure, consumption patterns, and minimum 
nutritional requirements is necessary if we want to understand the true nature and 
extent of poverty in the environment of rapid economic growth. 


Following the adjustments and re-computation of poverty line by the 
present author in 1989, two ‘new’ poverty lines have been derived, one for urban 
households and the other for rural households. (See the Appendix of Medhi et al., 
1991, and Medhi, 1994). The new poverty lines for 1988 were 10,382 baht per 
person per year for urban population, and 6,868 baht per person per year for rural 
population. These lines with appropriate price adjustments were then applied to 
the 1988 SES, 1990 SES and 1992 SES to arrive at Series IV of poverty incidence 
which were presented in the last three columns of Table 3.5. It can be seen that 
the overall poverty incidence under the new poverty lines in Series IV has gone 
up from 22.8 per cent to 48.8 per cent in 1988, from 18.6 per cent to 43.2 per cent 
in 1990, and from 13.7 per cent to 36.5 per cent in 1992. Just take the situation in 
1988 first. These new poverty incomes have increased by 67.3 and 68.5 per cent for 
urban and rural population compared to the old poverty incomes (see the bottom 
of Table 3.5), but the increase in overall poverty incidence has been more than 
114 per cent. This indicates that a large proportion of the people have clustered 
around just above the poverty income. When the poverty income is raised, this 
large group of the people promptly falls under the new poverty line, raising the 
head count ratio by more than one hundred per cent. 
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As has been argued elsewhere, these new poverty lines may look high, but 
they have been quite comparable with poverty lines recently computed in other 
countries.’? If one does not want to start a new poverty series in Series IV, at 
least these two new poverty series (III and IV) should be presented together to 
make sure that the changes in population structure, nutritional requirements, and 
consumption patterns have been taken into account. When this is done, it should be 
obvious that the extent of poverty in Thailand is still quite serious, especially in the 
rural areas where the new incidence of poverty was still estimated at 55.7 per cent 
in 1988, 49.3 per cent in 1990, and 42.4 in 1992. In the Northeast, the new poverty 
estimates have shown that more than half of the population in the rural Northeast 
still live in poverty in 1992. No doubt the rapid growth between 1988 and 1990 
has alleviated some of the poverty, but when nearly half of the rural population still 
live in poverty, this should be enough cause for concern. 


Chart 2 summaries the incidence of poverty in all four series in some 
graphical details. In general, the decline in poverty incidence could be taken for 
granted in all series, except for the year 1986 in Series II. If this year is omitted, 
then the declining patterns resume. Of course, Series IV has shifted the incidence 
to a much higher level as discussed earlier. 





12 


See, for example, the standard World Bank poverty line as presented in the 1990 World 
Development Report. For other argument in support of the new poverty lines, see Medhi (1994). 
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Chart 2: Poverty Incidence in Thailand, 1962/63 to 1992 
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4, Poverty Profile and Correlate 
4.1 Socioeconomic characteristics of the poor and poverty trends 


Table 4.1 presents the distribution of the poor by some salient characteristics 
(using the ‘old’ poverty lines). For instance, it is found that even in 1992, more 
than 75 per cent of the poor were headed by agriculturists (farmers). About 
84.2 per cent of the poor lived in villages in 1990, compared with 12.0 per cent 
in sanitary districts, and 3.8 per cent in municipal areas. There were larger 
proportions of the poor whose heads of households aged 50—59 and 60 and over. 
This increase in the aged poor is something which could pose a serious social 
issue in the future. As for the educational level of the heads of poor households, 
they were almost entirely those who had no formal education, or only elementary 
education. 


MACROECONOMIC POLICIES AND POVERTY: 93 
THE THAI EXPERIENCE 


Table 4.1: Distribution of the Poor by some Characteristics (per cent) 














Characteristics 1981(1) 1988(1) 1988(2) 1990 1992 
OCCUPATION OF HEAD 
Professional & Technician 0.10 0.13 0.14 0.10 0.20 
Executives 1.01 0.00 0.00 0.10 0.0 
Clerical Workers 0.09 0.24 0.23 0.20 0.0 
Sales Workers 2.07 1.79 2.07 1.50 1.30 
Services Workers 0.80 0.37 0.47 1.00 0.80 
Agriculturists 80.44 75.39 74.12 71.80 75.60 
Labourers 7.45 11.03 11.64 7.10 5.00 
Inactive 8.04 11.05 11.34 18.30 16.90 
COMMUNITY TYPE 
Municipal Area 4.86 5.42 5.03 5.90 3.80 
Sanitary Districts 5.62 5.38 12.16 13.10 12.00 
Village 89.53 89.20 82.81 81.00 84.20 
SEX OF HEAD 
Male 88.00 84.63 84.31 81.70 81.60 
Female 12.00 15.37 15.69 18.30 18.40 
AGE OF HEAD 
Less than 20 0.30 0.17 0.17 0.10 0.80 
20-29 11.06 9.54 9.46 10.00 9.50 
30-39 28.32 29.34 29.06 28.10 25.80 
40-49 31.64 26.40 26.40 22.10 22.70 
50-59 16.13 14.85 15.19 17.90 17.20 
60 and over 12.55 19.68 19.72 21.80 24.00 
EDUCATION OF HEAD 
No formal Education 18.97 14.35 14.64 17.10 16.20 
Elementary 79.82 83.05 82.56 79.50 81.50 
Secondary 0.97 1.52 1.78 2.90 2.10 
Vocational & Technical 0.05 0.60 0.59 0.40 0.20 
University 0.00 0.01 0.01 0.10 0.0 
Higher Than Bachelor 0.00 0.00 0.00 0.00 - 
Unknown Education 0.20 0.46 0.43 0.10 = 


Note: In 1988(1), sanitary districts are treated as rural areas, whereas in 1988(2) sanitary 
districts are treated as urban areas, the same as in 1990. 

Source: NSO’s 1988 SES and Suganya and Somchai (1988), Medhi ef al. (1994), and 
Author’s own calculation using the 1990 SES Tapes. 
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Apart from poverty incidence or head-count ratio which gives a simple 
indication of the extent of poverty, we can take two steps further to analyse the 
existing poverty conditions in some more details. One is to compute the ‘income gap 
ratio (1)’ of poverty condition which measures the extent to which the poor’s income 
falls short of poverty line, and the other is compute the ‘poverty gap ratio (PG)’ 
of poverty condition which indicates the proportion of total income or resources 
necessary to bring every unit below poverty line up to the poverty line.’* These two 
ratios are presented in Table 4.2 along with poverty incidence (or head-count ratio) 


for comparison about poverty conditions in 1988, 1990 and 1992. 


Table 4.2(a): Poverty Incidence, Income Shortfalls and Poverty Gap, 1988 to 1992. 


























Series III (Old) 
Region 1988 1990 1992 
Poverty Income Poverty Poverty Income Poverty Poverty Income Poverty 

Incidence Gap Gap Incidence Gap Gap Incidence Gap Gap 

North Pp) 3} 16.7 1 
Urban 24.9 31.7 V7 18.2 39.4 7.2 11.4 27.7 0.3 
Rural 21.6 30.8 6.9 16.4 31.3 5.1 14.2 26.6 0.4 

Northeast 36.3 28.4 2207 
Urban 33.0 30.1 10.4 29.8 50.4 15.0 23.9 29.9 0.7 
Rural 36.1 31.5 10.9 28.3 33.1 94 22.5 24.4 0.5 

Centre 14.8 1350 6.0 
Urban 14.1 30.8 3.8 15.7 47.2 74 5.8 28.9 0.2 
Rural 15.0 26.9 4.6 12.2 37.1 45 6.1 23.7 0.1 

South 20.5 ied il, 
Urban 15.9 28.7 4.5 16.5 38.7 6.4 9.1 33.6 0.3 
Rural 21.7 28.1 6.2 17.9 34.9 6.3 12.7 30.9 0.4 

Bangkok 4.1 23) 12 
Urban 4.0 11.6 1.2 2A 49.3 1.3 ll 44.8 0.0 
Rural 5.2 29.6 0.6 2 50.7 1.1 1.9 53.1 0.1 

Whole Kingdom 22.8 18.6 13}.7/ 
Urban 13.9 30.2 4.2 12.3 45.4 5.6 7.6 31.0 0.2 
Rural 26.3 29.9 8.0 20.7 33.4 6.9 15.7 25.6 0.4 








13 The Income Gap ratio (I) is defined as I=[(z—y*)/z], where z is the poverty line, and y* is the 
average income of the poor, and the Poverty Gap (PG) is defined as PG=IH, where I is the Income 
Gap ratio and H is the Head-Count ratio which is equal to (q/n), where q=number of people having 
income below poverty line, z, and n=total number of population or income receiving units. 
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Table 4.2(b): Poverty Incidence, Income Shortfalls and Poverty Gap, 1988 to 1992. 


Series IV (New) 























Region 1988 1990 1992 
Poverty Income Poverty Poverty Income Poverty Poverty Income Poverty 
Incidence Gap Gap Incidence Gap Gap Incidence Gap Gap 
North 49.9 40.3 3o) 
Urban 48.8 37.0 19.8 41.3 56.1 11.1 29.7 33.1 3.7 
Rural 50.1 40.6 18.6 40.0 49.1 91 41.4 ely 2.9 
Northeast 67.1 62.0 55.0 
Urban 53.3 42.1 23.8 53.1 70.5 16.8 45.1 39.8 6.7 
Rural 69.0 44.7 29.0 63.3 57.0 16.5 56.2 34.3 337 
Centre 40.7 34.0 2312) 
Urban 41.2 34.7 13.8 35.7 58.4 8.0 19.7 30.4 24 
Rural 40.5 33.4 15.3 45.3 47.3 7.2 24.3 27.0 1.9 
South 48.7 42.5 BiES) 
Urban 34.9 36.4 13.0 39.1 52.1 6.8 24.2 34.9 2.4 
Rural 52.2 37.2 19.0 55.5 51.6 9.8 33.5 34.3 3.4 
Bangkok 14.7 8.3 5.0 
Urban 14.2 28.4 4.2 9:5 44.3 1.8 48 31.7 0.6 
Rural 18.8 29.4 5.3 4.2 49.8 2.7 6.1 29.7 0.8 
Whole Kingdom 48.8 43.2 36.5 
Urban 31.2 39.2 11.7 27.8 S77 6.7 18.8 34.9 23 
Rural 35.7 37.4 21.8 49.3 53.3 11.6 42.3 32.9 3.8 





From this table, it may be seen that while the incidence of poverty fell 
across the board from 1988 to 1992, the income gap increased first between 1988 
and 1990 before declining in 1992. For example, in the rural areas as a whole, the 
income gap increased from 29.9 per cent in 1988 to 33.4 per cent in 1990 before 
declining to 25.6 per cent in 1992, and in the whole urban areas the increase was 
from 30.2 in 1988 to 45.4 per cent in 1990, and then a fall to 31.0 per cent in 
1992. What this means is that during the first two years between 1988 and 1992, 
while income growth pushed a larger proportion of the people out of poverty, 
those who remain in poverty found it harder to reach the poverty threshold than 
before. In other words, those fewer people who are left in poverty could be called 
the ‘hard-core’ poor. The situation improved in 1992, however, when the increase 
in real income had helped reduce the existing income gap. However, the poverty 
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gap, that is the proportion of overall income that could move every poor person 
above poverty, appeared to have fallen in 1990 and 1992 compared to 1988 in the 
rural areas (from 8 per cent to 6.9 and 0.4 per cent, respectively, in 1990 and 1992). 
This should have an important policy implication in the sense that the burden of 
poverty alleviation by the State should become less as the country develops and 
the proportion of the poor to total population declines. 


4.2 Changes in Income Inequality 


The above sections have demonstrated very clearly that rapid economic growth 
has brought about drastic decline in the incidence of poverty. But what about 
income inequality? It would be ideal if the reduction in poverty also coincides 
with reduction in income inequality. Unfortunately, it has proven not to be the case 
in Thailand as surveys after surveys have shown that the distribution of income of 
the Thai households has become worsened as the country develops and household 
income increases. 


Table 4.3 presents a simple distribution of income by quintile group 
from 1962/63 to 1992. Because of the differences in the use of income concepts 
between the earlier and the later years, the data again presented in two series. 
Series A covers the period from 1962/62 to 1971/73, and Series B covers the 
period from 1975/76 to 1990."* In Series A where only money income is included 
in the estimate of income share, the inequality seems to greater with the lowest 
income quintile receiving less and less income from 1962/63 to 1971/73, and the 
top income quintile receiving more and more income during the same period. The 
Gini coefficients for these three periods are 0.563, 0.555, and 0.605, respectively. 


Starting from 1975/76 the use of income concept became more standardised, 
and the intertemporal comparison became more consistent. Although the starting 
income share may be different, the trends in the change of income share is 
unmistakably the same. With the exception of the unusual 1986, the income-share 





‘4 Readers may notice that the data for 1971/73 were used for the first time here. This particular 
series of income data is not used widely, if at all, because it covers over a period of 3 years, and 
not all regions were surveyed in any given year. It could be deleted without too much effect on the 
overall trends of income inequality in Thailand. The reason for including it here is not so much for 
the magnitude but the direction of income inequality. 
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Table 4.3: Income Share by Quintile Groups, 1962/63 to 1992. 











Series A Series B 
Quintile 

1962/63 1968/69 1971/73 1975/76 1981 1986 1988 1990 1992 
Quintile 1 2.9 3.4 2.4 6.1 5.4 4.6 4.5 4.1 3.8 
Quintile 2 6:2, 6.1 5.1 9.7 9.1 7.9 8.1 TA 6.9 
Quintile 3 10.5 10.4 9.7 14.0 13.4 12.1 12.3 11.6 10.9 
Quintile 4 20.9 19,2 18.4 21.0 20.6 19.9 20.3 19.7 19.1 
Quintile 5 59.5 60.9 64.4 49.3 51.5 55.6 54.9 57.3 59.4 
Gini Coefficient 0.563 O55 0.605 0.426 0.453 0.500 0.479 0.504 0.543 





Source: Medhi (1979); Suganya and Somchai (1988); Medhi et al. (1992); and Author’s 
calculation from 1990 Socioeconomic Survey data tapes. 


of the poorest quintile fell continuously as that of the richest quintile rose 
continuously. In 1975/76, for example, the income share of the lowest quintile 
was 6.1 per cent compared with 49.3 per cent of the highest quintile. The so-called 
‘top-to-bottom’ ratio (T/B Ratio) of income inequality for this year was 8.1, 
increasing to 15.6 in 1992 with the lowest quintile having its income share reduced 
to only 3.8 per cent, and the highest quintile having its income share increased 
to 59.4 per cent. The Gini coefficients in Series B, which were lower because 
the income share of the lowest 3 quintiles increased when compared to Series A, 
also show a continuously rising trend as the country developed from 1975/76 to 
1992. Again not counting 1986, the percentage increase of income inequality as 
measured by the change in Gini coefficient has become very rapid during the last 
four years under study. Between 1988 and 1990, income inequality increased by 
about 2.6 per cent per annum, and between 1990 and 1992, income inequality 
increased by about 3.8 per cent per annum compared to 0.8 per cent between 1981 
and 1988, and 1.0 per cent between 1975/76 and 1981. Notice that the rate of 
income inequality declined in 1988, prompting many researchers to predict that the 
Kuznets Curve for Thailand had begun to level off, and if these trends continue, 
income inequality in Thailand would have fallen after reaching its plateau in the 
middle of the 1990s. The situations in 1990 and 1992 appear to have scuttled this 
optimistic conjecture. 
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The income inequality situation as presented in Table 4.3 can also be 
depicted graphically, as done in Chart 3. From this chart, the dominant position of 
the richest quintile over all other quintiles is very clear from its very tall column 
of income share. More details on the income distribution of households classified 
into different regions and locations are given in Table 4.4. It is interesting to note 
that, as a rule, income distribution in rural areas is more equal than that in urban 
areas. In 1990 and 1992, the Gini coefficients were lowest in Bangkok. This raises 
a certain question. Normally, it would be expected that variations of income in 
Bangkok would be larger than any other regions in the country, which would bring 
about a larger measure of income inequality. The fact that the opposite was true 
could mean that the survey had failed to capture full income of the rich in Bangkok, 
or the Bangkok rich are underrepresented in the surveyed sample. 


Chart 2: Poverty Incidence in Thailand, 1962/63 to 1992 
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Table 4.4(a): Share of Household Income by Quintile Group and Gini Coefficients, 


























1990. 
First (lowest) Second Third Fourth Fifth Top Gini 
Quintile Quintile Quintile Quintile Quintile 10% Coefficient 

North 5.0 8.9 12.8 19.8 S3k5) 38.3 0.459 
Urban 4.2 Te 12.0 19.7 56.5 40.3 0.496 
Rural 37 9.8 14.1 21.0 49.4 34.1 0.418 
Northeast 5.9 9.2 1870) 19.1 52.9 37.8 0.443 
Urban 3.9 7D 11.9 20.9 55.9 42.1 0.505 
Rural 6.6 10.4 14.0 20.1 48.8 33.8 0.400 
Centre 4.8 8.9 i133) 20.4 52.6 36.7 0.455 
Urban 4.7 9.1 13.8 21.3 yk 34.7 0.445 
Rural 3:2 9.2 13.8 20.2 51.6 35.9 0.441 
South 4.7 8.3 12.3 ORD 5515) 39:7 0.479 
Urban 3.9 9.4 13.0 20.8 52.9 35.2 0.460 
Rural 5:2, 9.1 13.1 19.2 53.4 38.1 0.454 
Bangkok Bes) 10.1 14.3 21.0 49.1 33.4 0.417 
Bangkok Vicinity 5.3) 9.8 14.2 20.6 49.9 34.1 0.421 
Urban 5.6 9.1 13.9 20.6 50.7 34.1 0.430 
Rural 5.9 10.5 16.2 21.0 46.4 32.2 0.392 
Whole Kingdom 4.1 TA 11.6 19.7 Dike 40.4 0.504 
Urban 4.2 8.7 13.8 21.6 51.8 35.3 0.458 
Rural 6.2 9.0 13.2 19.9 51.7 36.3 0.433 





Source: Computed from the 1990 Socioeconomic Survey Data Tape. 


In all, it can be concluded that income inequality in Thailand has increased 
rapidly during the four years between 1988 and 1992 in step with the rapid increase 
in economic activities. The situation in Thailand, therefore, presents a classic case 
where the trickle-down effects did help the poor in the country but only after fully 
soaking the well-off. This situation will not create any serious social disturbances 
as long as the economy keeps growing and the average real income of the people 
in all sectors keeps rising. Only when the country faces sudden hardship resulting 
in sudden fall in average income, then the issue of income disparities will begin 
to exert its importance. 
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Table 4.4(b): Share of Household Income by Quintile Group and Gini Coefficients, 


























1992. 
First (lowest) Second Third Fourth Fifth Top Gini 
Quintile Quintile Quintile Quintile Quintile 10% Coefficient 

North 4.8 8.3 12.3 19.0 22.6) 40.0 0.496 
Urban 4.0 75 115 19.4 57.5 42.0 0.527 
Rural 5.8 9.8 14.0 20.6 49.9 34.1 0.433 
Northeast 5.4 8.5 12.0 18.2 56.0 41.1 0.491 
Urban 3.5 6.7 11.6 21.3 56.9 38.6 0.528 
Rural 6.2 9.7 13.3 19.5 51.4 36.8 0.443 
Centre Sal 9.0 13.2 20.3 52.4 36.5 0.463 
Urban 4.9 9.3 13.8 20.7 51,3 35.2 0.456 
Rural 5.8 9.9 14.1 20.5 49.7 34.1 0.432 
South 4.3 8.0 12.0 19.0 56.7 40.4 0.508 
Urban 4.1 8.2 12.9 20.9 53.9 38.1 0.495 
Rural 5.1 9.4 13.4 19.4 52.7 37.1 0.462 
Bangkok a3 9.4 123. Is F Beat! 37.0 0.458 
Bangkok Vicinity ed) OF 13.8 20.1 S12 36.0 0.450 
Urban 5.4 9.6 13.7 20.0 51.4 36.3 0.451 
Rural 5.4 10.2 15.7 23.0 45.8 28.9 0.409 
Whole Kingdom 3.8 6.9 10.9 11 59.4 42.7 0.543 
Urban 3.9 8.3 1333 20.6 53.9 38.1 0.492 
Rural 5:3 8.9 13.1 19.8 52.8 37.0 0.464 





Source: Computed from the 1992 Socioeconomic Survey Data Tape. 
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4.3 Growth and Redistributive Effects on Poverty Changes’ 


Recently, several researchers have been able to decompose the effects of economic 
growth and income distribution from changes in poverty measures.'° What this 
decomposition has done is that it shows (1) the impact of growth upon change 
in poverty when the distribution of income does not change, and (2) the effect 
of income redistribution upon change in poverty when the total income of the 
society remains unchanged. Following the new decomposition procedure using an 
axiomatic approach proposed by Kakwani, we also have been able to compute or 
decompose the growth and redistributional effects of poverty reduction in Thailand 
between 1988 and 1990, and between 1990 and 1992.'” 





'S This section draws from the study by Medhi (1995). It should be noted that the poverty incidence 
in this particular study used different sample weights from those given by the National Statistical 
Office. Therefore, the incidence figures are slightly different from those used in this present paper. 
Since the difference is not large, we made no attempt to recalculate the growth and redistributive 
effects on poverty changes using the NSO weights. 

16 See especially N. Kakwani and K. Subbarao, “Rural Poverty and Its Alleviation in India”, 
Economic and Political Weekly, vol.25, 1990, p.A2—A16; G. Datt and Martin Ravallion, “Growth 
and Redistribution Components of Changes in Poverty Measures: A Decomposition with Applications 
to Brazil and India in the 1980s”, Journal of Development Economics, vol.38, 1992, pp.275—95; 
N. Kakwani, “Growth and Income Redistribution: A Poverty Decomposition Derived Using An 
Axiomatic Approach”, School of Economics Discussion Paper, The University of New South Wales, 
March 1993. 

7 Kakwani, op. cit., 1993. Kakwani explains the change in poverty from period 1 (base year) to 
period 2 (terminal year) in terms of growth and income redistribution component as: 


6, = 6(z, UW,» L2(p))-8(z, Wis LI(p)) = G,,+1, 


where 0,, is the total poverty effect, 4, and Li(p) are the mean income and the Lorenz curve in the ith 
period, respectively, and G,, is the change in poverty due to a change in mean income while holding 
th base year Lorenz curve constant, and I, is the change in poverty due to a change in Lorenz curve 
while holding the base year mean income constant. But the growth and inequality effects could be 
similarly defined by keeping the terminal year Lorenz curve and the terminal year mean income 
constant, respectively. This study uses the Kakwani’s suggested approach of finding a simple average 
of the two reference periods, thus: 


G,, = 1/2[0(z, w,, L,(p))—-9(, u,, L,(p)) + O(z, w,, L,(p))-9(, u,, L(p))] 
and 


I, = 12[[0@, u,, L,(p))—-0@, w,, L,(p)) + 8, uw, L,(p))- 9, w, L,(p))] 
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Table 4.5 shows the results of the decomposition of growth and income 
redistributional effects of poverty changes in Thailand between 1988 and 1990, 
and between 1990 and 1992. From this table, it may be seen that, nationwide, 
the head-count ratio fell by -4.26 percentage points between 1988 and 1990, 
and 4.84 percentage points between 1990 and 1992. In this poverty reduction 
during Period 1, the growth component accounted for —6.70 percentage points 
(or —157.28 per cent of the decline) but the redistribution component accounted 
for 2.44 percentage points of the poverty increase (figure with positive sign, 
or 57.28 per cent) of the rise in poverty incidence. The net effect would be the 
combination of the two effects. For 1988, this would mean that the pure growth 
effect would have reduced the poverty level by 6.70 percentage points instead of 
4.26 per cent. And the income redistribution effect alone, assuming that the mean 
income of households remained unchanged between 1988 and 1990, would have 
increased poverty incidence by 2.44 percentage points. 


The other poverty measures, the poverty gap index and the FGT index, 
also show similar trends of growth versus redistribution effects during the first 
period, that is to say, the growth effect helped reduce poverty whereas the income 
redistribution effect caused poverty to increase. The relative contribution of each 
of these effects is shown in the last two columns of Table 4.5. It is clear that 
the growth effect outweighs the redistribution effect, causing a net reduction in 
poverty incidence across the country. During the second period between 1990 and 
1992, however, the income redistribution had turned to help poverty alleviation, at 
least with regard to head-count ratio. It will be seen that the redistribution effect on 
poverty reduction during 1990-1992 was —0.46 or contributing about 9.50 per cent 
towards the total reduction of poverty. But the PGap index and FGT index still 
showed poverty increasing effects of income redistribution component of poverty 
change (although the magnitude of this poverty increasing effect is small). 


One of the most obvious conclusions from the above results is that the 
redistributional effect has become more conducive to reducing poverty incidence 
as time passes. Although the sign of the redistribution component in poverty 
reduction during Period 2 between 1990 and 1992 is still positive, meaning that 
it still caused the poverty to get worse, the size of this effect has become much 
smaller compared to Period 1. In other words, the trickle-down effect seems to 
work in Thailand where the beneficial growth effect has eventually led to beneficial 
redistribution effect later. The HCR has already shown poverty-reducing effect of 
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Table 4.5: Growth and redistribution components of poverty reduction, Whole 
Kingdom 1988-90 and 1990-92 
































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom 4.26 —6.70 2.44 —100.00 —157.28 57.28 
Municipal areas -1.12 3.35 2.23 —100.00 298.66 198.66 
Sanitary districts 3.44 5.61 2.17 —100.00 —163.08 63.08 
Villages —5.04 -1.73 2.69 —100.00 —153.27 53.27 
Poverty Gap Index 
Whole Kingdom —1.73 —2.44 0.71 —100.00 —141.04 41.04 
Municipal areas 0.23 —0.97 0.74 —100.00 421.74 321.74 
Sanitary districts —0.24 =2.25 2.01 —100.00 —937.50 837.50 
Villages 2.29 2.86 0.57 —100.00 —124.89 24.89 
FGT Index 
Whole Kingdom —0.80 —1.13 0.33 —100.00 —141.25 41.25 
Municipal areas —0.06 —0.44 0.38 —100.00 725.00 625.00 
Sanitary districts 0.06 1,17 1.23 —100.00 1950.00 —2,050.00 
Villages —1.09 —1,31 0.22 —100.00 —120.18 20.18 
1990-92 
Head-Count Ratio 
Whole Kingdom 4.84 4.38 —0.46 —100.00 90.50 9.50 
Municipal areas —2.93 25 0.19 —100.00 ~93.69 6.31 
Sanitary districts -8.43 —10.07 1.64 —100.00 —119.40 19.40 
Villages 4.98 4.10 —0.88 —100.00 82.23 17.77 
Poverty Gap Index 
Whole Kingdom —1.33 —1.36 0.02 —100.00 —101.88 1.88 
Municipal areas —0.78 —0.76 —0.02 —100.00 —~97.44 2.56 
Sanitary districts —3.24 4.15 0.91 —100.00 —128.09 28.09 
Villages —1.24 —1.15 —0.10 —100.00 92.34 —7.66 
FGT Index 
Whole Kingdom 0.56 —0.61 0.05 —100.00 —108.93 8.93 
Municipal areas 0.33 —0.34 0.00 —100.00 —101.52 1.52 
Sanitary districts —1.49 2.13 0.64 —100.00 —142.95 42.95 


Villages 0.51 —0.49 —0.02 —100.00 ~96.08 3.92 
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income redistribution between 1990 and 1992. If this has gone on long enough, the 
income redistribution effect on the FGT index will have become poverty-reducing 
as well, at least that appears to be the trend of the movement of this income 
redistribution effect. 


To conclude, the recent change in the Thai economy has helped reduce 
poverty incidence across all regions. The growth component of this change was 
shown to be the major factor explaining poverty reduction, with the redistribution 
component working in the opposite direction, that is causing poverty incidence 
to increase although this latter effect had weakened during the second period 
(1990-1992) compared to the first period (1988-1990), and showed a tendency 
to become a poverty-reducing factor later. Whether this conjecture is true must be 
confirmed by the result of the new socioeconomic survey in 1994 which should 
be available soon. 


5. Impacts of Macroeconomic Policies on Poverty and Income Inequality 


Against the background of the above poverty and income inequality conditions, 
this section will analyse and discuss the impacts of several macroeconomic 
policies during the last two decades of development efforts upon poverty and 
income inequality in Thailand. It should be mentioned at the outset that the level 
of analysis and discussion conducted in this section can only be cursory and 
tentative as there exist few definitive studies that address the above issues directly 
within the said time periods. Even when such studies exist, the techniques used 
often adopted very restrictive assumptions such as perfect competition in price 
and output, complete market clearing, perfect mobility of resources, and so on. 
The outcomes or findings of the study under such assumptions must, therefore, be 
examined with great caution. Realistically, it is very difficult to isolate the effects 
or impacts of specific macro policies under a given situation unless we are able 
to hold everything else constant, which is hardly possible in the real world. The 
impact of a given macro policy could be influenced greatly by extraneous factors 
which cannot be easily identified. It is, therefore, important to realise that the 
impact of each macro policy can only be tentative and often impressionistic. 


We have selected five major macro policies that we believe to have some 
impacts on the poverty and income inequality of the Thai households. These policies 
are general development policies as shown in the objectives of each economic 
and social development plan, industrial location and industrial protection policy, 
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monetary policy and financial reforms, public expenditure policy and budgetary 
process, and tax policy. Moreover, we may be able to touch upon the effects of 
other government interventions such as minimum wage legislation and social 
security policy. These policies will be discussed in turn. 


5.1 General development policy 


As mentioned earlier, since the first plan the government had adopted basically 
market approach in developing the Thai economy. This general development policy 
entailed the role of the private sector as the prime mover of the Thai economy, 
with the public sector providing the supporting role. The First National Economic 
Development Plan launched in 1961 was not a directive plan in the mould of the 
socialist economic system, but an indicative plan where the government stated 
its investment intention and set its direction of public economic policies. As 
can be seen from Table 5.1, the overall objectives of the First Plan were simple: 
economic expansion, industrial production, and private investment promotion. 
The government began its large public spending on irrigation and infrastructure, 
while in the meantime, establishing private investment promotion activities and 
encouraging the first foray of import-substituting industrialisation in the private 
sector, especially in textile industry. In the succeeding two plans, the economic 
growth and expansion theme was continued as the top priority, to be supplemented 
by such objectives as economic stabilisation and maintenance of national security. 
The last objective concerning national security was made important by the threat 
of communist insurgency in the country, and the escalating Vietnam War, and it 
was to go on until the end of the 1970s. 


At the end of the Third Plan, the country was in a series of domestic political 
turmoils which affected the ways the Fourth Plan was drafted and implemented. 
The government was distracted by various political and economic problems 
during the Fourth Plan period so that it could not really concentrate on its proper 
economic management. In the Fourth Plan one began to see the inclusion of such 
welfare-oriented objectives as the reduction in the economic and social gaps among 
the people, the improvement of the quality of the population, and the conservation 
of the environment and natural resources. This was an influence of the sentiment 
of the student-led mass uprising which toppled the military government in 1973. 
Although the student movement was crushed in 1976, the government still kept 
these objectives, at least on papers. The effects of the second oil price increase 
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coupled with the severe drought in 1979 had dealt a crippling blow to the fiscal 
position of the government. All these had made the role of the government as a 
leading economic actor during this Fourth Plan period very ineffective, and the 
country entered the 1980s with a much weaker economic state than any other times 
in the past. 


The Fifth Plan, therefore, called for economic rehabilitation and structural 
adjustments. Difficulties in the external sector forced the government to borrow 
from the IMF for the first time in many years. The external debt and payments 
crises returned to normal quickly, however, with an unexpected drop in oil price 
and the utilisation of Thailand’s own gas fields in the Gulf of Thailand. The 
fortunate events after mid-1980s such as good result of the currency devaluation, 
the appreciation of the yen and the ensuing influx of the second wave of Japanese 
direct investment, and the success in foreign tourism promotion, provided much 
relief to the government in its crucial economic management. But before we move 
on the Sixth Plan which saw Thailand in the new era of economic development, it 
should be mentioned that despite the major objectives of economic rehabilitation 
and structural adjustments, the Fifth Plan was well-known also for its first and only 
special supplementary plan on poverty alleviation. This was the plan where the 
government set up criteria to classify districts into various categories of poverty, 
and specific policy packages designed and carried out to improve such poverty 
situations. Some of the policy packages implemented during this plan period are 
still operating today. 


Once the economy was out of the logjam and started to move again, the 
objective of economic growth and expansion returned, as we can see in the Sixth 
Plan. The government was trying to maintain stable rate of growth by putting more 
emphasis on employment generation. Due to unexpected boom in the economy 
towards the end of the 1980s, the targets of the Sixth Plan was changed many times 
during the plan. The average growth rate of GDP during the Sixth Plan (about 
10.9 per cent) was highest ever achieved under any other plans. The economy 
now seemed able to run by itself without help from the government. This, indeed, 
had enabled the government to do something more than just short-term economic 
management under crisis situation. In the Seven Plan, therefore, we can see the 
government putting much more attention to the matter of the so-called ‘Spreading 
Prosperity to the Countryside”. This was mainly the policy of the new government 
under the leadership of the Democrat Party which had maintained the tradition 
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of social welfare orientation. Several programs and projects targeted for the rural 
areas in general and the rural poor in particular were launched. The preliminary 
results seem to have shown that the effects on the rural areas and the rural poor 
were favourable. 


The Seventh Plan will end in 1996 and the Eight Plan will begin in 1997. 
The National Economic and Social Development Board (NESDB) has come to 
realise that its role in providing the guidance for the economy is no longer as 
crucial or as important as before. So, it has attempted to change both the objectives 
and the techniques of the Eighth Plan. As can be seen from Table 5.1, the objectives 
of the Eight Plan have more emphasis on the lives of the Thai people than the 
traditional economic matters such as economic growth and stability. It promises to 
be a new kind of plan where large segments of the population have had a change 
to participate in its drafting. 


From the above account of general development policy, it is quite clear that 
the Thai government in the past was basically concerned with economic growth 
and expansion. Whenever the timing allowed, the Thai government was always 
active in promoting higher economic growth and expansion. But whenever the 
economy is in some kinds of economic difficulties, the government would quickly 
act to stabilise it. Stabilisation in Thailand often mean the control of money supply 
and credit expansion with an aim to finally control the inflation. Specific poverty 
and income redistributive policies hardly had any chance of being considered as 
a separate policy package by the government. In the period before mid-1980s, 
the government was not in a good fiscal health. It, therefore, could not do much 
in terms of public policies or public assistance towards the poor and the needy. It 
is only after the government has had fiscal surpluses during the last several years 
that many programs or projects aimed at helping the rural areas and/or the rural 
poor were conceived and implemented. The benefits to the poor were probably 
generated by the overall growth in the economy in the form of a “trickle down” 
from the industrial sector to the agricultural sector, from cities to the countryside, 
from professional and even labour groups to self-employed agriculturists, and so 
on. With the government in a much improved fiscal condition, its role in poverty 
alleviation could be strengthened in the future. 
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5.2 Industrial location and industrial protection 


When the Thai economy first embarked upon industrialisation it was of an import 
substituting kind. As Suphat (1995) pointed out, this import-substitution policy 
was carried through to the Second Plan where more attention was given to 
industries that utilised domestic raw materials and to labour-intensive industries. 
In the Third Plan, industrialisation and trade strategy had begun to change from 
import substitution towards promoting exports. Special promotion privileges were 
provided, particularly for export-oriented firms. Decentralisation of investment 
activities away from Bangkok became an additional feature of industrial policy. 
These policies continued in the Fourth, Fifth, Sixth and Seventh plans. In the Fourth 
Plan large-scale exporting firms and trading companies were encouraged, and an 
export-processing zone was established. The Fifth Plan placed a new emphasis 
on industrial adjustment and encouraged small-scale industries. In the Sixth Plan 
the emphasis was on restructuring tax incentives. Attention was also given to 
agro-based industries and the diversification of manufactured products and export 
markets. As far as the Seventh Plan is concerned, the export-oriented policy has 
continued, with addition reference to the diversification of export market as well 
as industrial location. 


After more than 30 years of general industrialisation policy described 
above, the growth rates of industrial production have been quite satisfactory (see 
Table 2.1). But because the industrial locations have clustered around Bangkok 
and its vicinity, the benefits from industrial activities have concentrated around 
here too. As Nipon (1995) pointed out, several factors worked against the success 
in rural industrialisation in Thailand, factors such as low population density, low 
purchasing power and the slow growth of the agricultural sector on the demand 
side, and the lack of physical and social infrastructure, and policy bias against 
small firms on the supply side. Again the trickle-down effect works here because 
a large part of industrial manpower consists of those farmers who migrated into 
cities or industrial centres to earn an additional income and remit such income to 
the villages. Improvement in the income position of the people has accompanied 
greater locational disparity between urban and rural areas. 

Another subject of interest in the industrial policy of Thailand is the extent 
of its industrial protection. Like many other industrialising countries, Thailand 
adopted protective tariff policy during its initial stage of industrialisation. Suphat 
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(1995) pointed out that this level of tariff protection in Thailand fluctuated over 
time. In the 1960s Thailand had one of the lowest levels of tariff protection in Asia, 
with nominal tariff protection for final consumer goods and intermediate goods 
averaging around 25-35 per cent, and for capital goods around 15-20 per cent. 
In 1969, however, Thailand suffered a large balance-of-payments deficit of over 
913 million baht, forcing the government to increase import tariffs as a means of 
solving this problem. As a result, the average nominal tariff rates for consumer 
imports in 1971 increased to 30-55 per cent while the rates for intermediate and 
capital imports remained unchanged. But two years later inflation in the aftermath 
of the first oil shock forced the government to lower import tariffs on raw materials, 
intermediate products and capital goods in order to reduce the costs of industrial 
production. 


In 1975 Thailand again suffered major balance-of-trade and payments 
deficits, brought on by the above-mentioned oil shock. Again the government 
resorted to increased import tariffs: the effective rate of protection for all industries 
(except food, beverages and tobacco) increased from 44.2 per cent in 1971 to 
90.3 per cent in 1978, with higher degrees of protection-rate differentials across 
industries. From the above pattern of policy change it is quite clear that from 
1961 to 1981 import tariffs were used as a means to raise government revenue, 
to correct balance-of-payments problems and to fight inflation. A major result of 
this policy was an increase in the intensity of industrial protection. Agricultural 
products suffered a negative rate of protection because they not only had to pay 
export taxes, but imports necessary for agricultural production such as fertilizers 
and farm machinery were also subject to import tariffs. On the other hand, domestic 
manufacturing industries, whether for import substitution or not, benefited from 
this industrial protection. Examples of products receiving high effective protection 
during these two decades were textiles, leather products, cooking oils, bakery and 
wheat products, cosmetics, rubber products, ceramics and earthenware, household 
electrical goods, motor vehicles, jewellery and cigarettes. 


The Thai government had realized the implicit danger of such industrial 
protection. Not only did protected industries lack the incentive to increase their 
production efficiency, there was also a tendency to reallocate resources from 
efficient export industries to less efficient import-substitution industries. But 
various attempts at reducing industrial protection was met with deficits in the 
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external sector which forced the government to resort to the use of tariffs as a mean 
to cut the deficits. It may be concluded, therefore, that the government’s efforts to 
reduce industrial protection in Thailand during the 1980s were not successful due 
to the recurring problem of fiscal and balance-of-payments deficits. However, the 
beginning of the 1990s saw major changes in the structure of industrial protection in 
Thailand. In 1990, for example, the government lifted its ban on the importation of 
motor vehicles with engine size smaller than 2,300 cc, a ban that had been in force 
since 1978. It also abolished the limit on the number and model of automobiles that 
could be assembled or produced in the country. The import tariff on machinery, 
electrical equipment and accessories was reduced from 20 per cent to 5 per cent. 
In 1991 the import tariffs on computer and computer products were reduced from 
10-40 per cent to 1-5 per cent, and on machines, equipment and chemicals for 
the preservation of energy and protection of the environment from 10—40 per cent 
to 0-5 per cent. Under the leadership of Prime Minister Anand Panyarachun in 
1992, the government planned to reduce the number of tariff rates from about 
60 to just five by 1997. These five rates were 0 per cent for raw materials in 
short supply within the country, 5 per cent for other raw materials, 10 per cent for 
intermediate products, 20 per cent for finished manufactured products and over 
20 per cent for products whose domestic protection was still needed. Throughout 
1992 the government reduced the tariff on more than 1,000 items within 24 major 
commodity groups. It was expected that with two more major reductions between 
1993 and 1997 the target could be reached as planned. 


What could be the effects of industrial protection upon poverty and income 
distribution of the Thai people? In an interesting study by Isra Sarntisart (1995) 
the above question has been answered with a unique way. Isra constructed a 
multi-sector, general equilibrium model of the Thai economy with the population 
classified into urban and rural areas, each of which is further classified into 5 
income groups. Under this general equilibrium model, the question is asked: what 
will happen to the income position of these people and their distribution when the 
average import tariff is reduced by 10 per cent from the existing level? The effects 
of this tariff reduction are traced back to the change in income and consumption 
of these households through simulation to see whether the post-adjustment poverty 
incidence and income inequality have improved or deteriorated. 
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Table 5.2 shows the result of the simulation by Isra. Poverty incidence is 
indicated by the HCR and FGT indices, and income inequality is indicated by SCV 
or Square of Coefficient of Variation (of income) index. The target population is 
classified by region and type of community. The figures in the Before-Tax column 
show the change in the three indices as a result of a 10 per cent reduction in import 
tariffs without any government compensation for the expected loss of revenue from 
tariff collection. The figures in the After-Tax column show the change in the same 
indices when the government compensated for the loss of revenue through the 
increase in direct income tax. Overall, it may be seen that the 10 per cent reduction 
in protective tariff would have resulted in a reduction (figures with minus sign) 
in both poverty incidence and income inequality. For example, the HCR for the 
whole kingdom would have fallen by 0.152 per cent, the FGT by 0.4077 per cent, 
and the SCV by 0.0307 per cent. When direct tax is imposed on the people to make 
up for the loss of protective tariff revenue, the HCR for the whole kingdom fell by 
0.1674 per cent, the FGT by 0.3567 per cent, and the SCV by 0.5203 per cent. The 
direct tax system has clearly improved the post-adjustment income distribution 
because the higher income classes would bear great tax burden than the lower 
income classes. 


In an earlier study using similar general equilibrium model, Teerana and 
Atchana (1989) investigated the effect of increase in manufacturing exports of 
Thailand on income distribution of the general Thai people. The results from their 
macroeconomic model on income suggested that during 1983-1987 a hypothetical 
one per cent increase in manufactured exports led to approximately 0.41 per cent 
rise in wages, 0.64 per cent rise in unincorporated enterprises income, and 
0.61 per cent in corporate factor income. The higher increase in non-wage income 
coupled with the fact that the income earners in the non-manufacturing sector had 
received less benefits from increase in the growth of manufactured exports had 
resulted in the simulated income distribution become more unequal when such 
exports increase. 
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Table 5.2: Impacts on Poverty and Income Distribution of a Move towards Free 
Trade and Direct Taxation, by Region and Community Type 














Measures of Poverty and Income Distribution Before Tax After Tax 

1. Overall HCR —0.1520 —0.1674 
Urban —0.2331 —0.1480 
Rural —0.1423 —0.1697 
North —0.1561 —0.1699 
Northeast —0.1034 —0.1150 
Centre —0.2464 —0.2724 
South —0.2071 —0.2352 
Bangkok —0.2970 —0.2611 
2. Overall FGT —0.4077 =0:3567 
Urban —0.7250 —0.4605 
Rural —0.3853 —0.3493 
North —0.4370 —0.3717 
Northeast —0.3458 —0.3109 
Centre —0.5816 —0.4930 
South —0.5159 —0.4500 
Bangkok —1.3862 —0.9778 

3. Overall SCV —0.0307 —0.5203 
Urban —0.0215 —0.7244 
Rural —0.0369 —0.1714 
North —0.0496 —0.5264 
Northeast —0.0224 —0.1593 
Centre —0.0525 —0.6041 
South —0.0453 —0.5759 
Bangkok —0.0172 —0.6044 





Note: SCV issquare of coefficient of variation which is a measure of income distribution. 
Source: Isra (1995), p.280. 
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5.3 Monetary policy and financial reforms 


One of the most successful macroeconomic managements in the recent Thai 
development is how the Thai authorities maintained the monetary and financial 
stability under high economic growth. The rate of inflation during 1987 to 1990— 
the super high growth period—averaged only 4.5 per cent per annum. During 
the first four years of the 1990s, this same rate of inflation was maintained. Only 
towards the end of 1995 that the rate of inflation had gone up to more than 7 per cent, 
mainly due to the high food prices brought about by severe floods throughout most 
of the country. But the overall, annual rate of inflation was still only 5.8 per cent. 
Although this high rate continued during the first half of 1996, it was brought 
down to less than 6 per cent during the third quarter and expected to fall below 
5 per cent at the end of the year. The credits to this price stability must be largely 
given to the Bank of Thailand, the Thai central bank whose major responsibility is 
to conduct the country’s monetary policy. The Bank is well known for its steadfast 
concern to keep inflation under control, and will do its utmost to achieve this goal. 
At times, the control on money supply and credit expansion was so stringent that 
many private firms experience severe liquidity problems bordering on bankruptcy. 


Nevertheless, if the effects of inflation on income and consumption of the 
poor and the less well-off is more negative than the effects on the non-poor and 
the relatively better-off, then keeping inflation under control must be income 
equalising and help alleviate poverty, although there exists no empirical study 
that specifically measures the impact of inflation on incidence of poverty. But in 
addition to controlling money supply and credits, monetary policy also includes the 
management of domestic interest rate and the value of the currency. The effects of 
these latter aspects of monetary policy upon poverty may be difficult to see, but it 
is speculated that the liberalisation of domestic interest rate setting and the floating 
of the exchange rate have excused the Bank of Thailand from direct involvement 
in poverty alleviation. 


Financial reforms undertaken by the Bank of Thailand during the last few 
years may have some repercussions on poverty and income inequality. Until the 
late 1980s, the Thai financial sector was still considered relatively underdeveloped 
and overregulated. Exchange transactions were still under strict central bank’s 
control, and so were interest rate ceilings, reserve requirements and new bank 
and branch banking operations. Assets management of commercial banks were 
closely monitored and financial instruments were limited. These conditions would 
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certainly inhibit future growth of the economy if allowed to remain for too long. So, 
beginning in 1989 the Bank of Thailand launched it successive plans of financial 
reforms. What have been accomplished so far are: interest rate liberalisation, 
exchange control deregulations, decontrol of assets management of financial 
institutions, and the setting up of off-shore banking facilities. In the current Plan 
II of financial reforms, the Bank aims to achieve 7 major objectives, namely, 


1. To expand the current operations of financial institutions; 
2. To further develop financial structure of Thailand; 


3. To promote efficiency in competition and liberalisation of the Thai 
financial system; 


4. To promote the distribution of economic prosperity from the centre to the 
countryside; 

5. To improve the efficiency in the oversight of financial institutions and 
financial system; 


6. To develop financial personnel and their proper financial ethics; 
7. To develop Thailand into a regional financial centre. 


Without a doubt, the above reforms should have promoted efficiency in 
the commercial bank operations and competition, leading to higher growth in the 
economy and higher benefits to bank customers in terms of better services and 
lower prices (service charges). Direct benefits upon poverty may not be so obvious 
but its alleviation could be traced through greater efficiency and growth in the 
economic system. Let us take a look at the expected outcomes of recent financial 
reforms to see how they affect local poverty. Some of these outcomes are: 

¢ The role of commercial banks in mobilising and lending in the money 

market has declined, and their shares have been taken up by other 
financial institutions such as finance and securities companies 

¢ Most commercial banks have now increased their efforts to improve the 

efficiency of their banking operations by the use of modern technology 
and upgrading of their manpower. 

¢ Foreign liabilities of domestic commercial banks have increased. 


¢ The structure of domestic interest rates has a tendency to follow foreign 
interest rates more closely. 
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¢ The off-shore banking activities have increased substantially and could 
be considered reasonably successful. 


¢ The importance of the non-resident baht account is growing. 


As mentioned earlier, the above outcomes of financial reforms increase the 
efficiency of banking operations, which primarily benefit modern industrial, trade 
and service sectors. Effects on poverty may be tenuous at best. 


5.4 Tax policy 


Several tax incidence studies in Thailand have indicated that the overall tax system 
of Thailand is regressive, and as such contributing to greater income inequality. 
The study by the present author (Medhi, 1980), for example, found that the 
post-tax income distribution of the Thai households between 1968/69 and 1975/76 
as measured by the Gini coefficient worsened by about 15 per cent compared to 
the pre-tax situation. The type of taxes that the government collected could also 
affect poverty in the country. For example, tax on consumption tends to burden 
low-income tax payers relative more than high-income tax payers. Therefore, the 
tax system which relies more on consumption as the base for tax revenue would 
tend to hurt the poor relatively more than the non-poor. This is the case of Thailand 
where the majority of tax revenue is still collected from consumption sources. 


The situation has begun to change recently, however. The followings are 
some of the changes in tax policy seen since the mid-1980s: 


(a) The share of income taxes in total tax revenue has started to increase. 
This is partly due to greater efforts on the part of the Department of 
Revenue to collect more taxes—personal income tax as well as corporate 
income tax—by setting up several tax offices in various locations 
throughout Bangkok to facilitate tax payment, and by streamlining the 
tax procedures and the use of modern equipment and technology. The 
boom in economy in the latter half of the 1980s also gave rise to higher 
corporate income tax collection. 


(b) The significance of the taxes on foreign trade has declined, not because 
of the reduced trade value, but because of the move towards freer trade 
under regional and international trading arrangements such as the 
upcoming ASEAN Free Trade Area (AFTA), the general trading direction 
of the Asia Pacific Economic Cooperation (APEC), and the general tariff 
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reductions under the newly created World Trade Organisation (WTO) 
of which Thailand is a member. The taxes on exports of Thailand, 
especially rice exports, have been almost completely abolished, which 
help local producers (rice as well as other upland crop farmers). 


(c) The basic sales tax of Thailand, the Business Tax, was replaced by the 
Value-Added Tax (VAT) in 1992. This is considered one of the most 
important changes in tax policy in Thailand because it took more than 
10 years in preparation and in getting through various political hurdles 
to materialise. The VAT, though a consumption-based tax, is fairer to 
the former Business Tax because the added value is taxed only once, 
and the tax avoidance has become more difficult due to the built-in 
cross-checking mechanism. 

(d) The excise or selective sales taxes especially taxes on liquors and 
tobacco have maintained their share of the total tax revenue. This means 
that these sumptuary taxes continue to burden low income consumers 
relative to high income consumers. 


(e 


wa 


Contributions from government enterprises have increased, and the 
central government no longer provides net subsidies to these public 
enterprises. Many of these large enterprises such as electricity 
generation, telephone and telecommunications have acted like private 
companies, charging market prices for their services and raise funds 
from private capital market. 


(f) Many new local governments have been set up particularly in rural 
areas. Fiscal autonomy (ability to raise local taxes, especially property 
taxes) is gradually being given to these local governments. 


The effects of the above changes on the size and share of total revenue 
are shown in Tables 5.3, 5.4(a) and 5.4(b). For example, the share of direct taxes 
had increased from 20.88 per cent in 1989 to 31.98 in 1995; the share of indirect 
taxes had fallen from 71.45 per cent in 1989 to 59.51 per cent in 1995. During the 
same period, import duties fell from 21.76 per cent in 1989 to 16.39 per cent. It 
may appear that the VAT has generated lower tax revenue than the Business Tax it 
replaced. This is true and could be explained by the fax that there is always a tax 
loss during the transition. But the VAT collection has shown sign of increase after 
more than three years of implementation. 
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Table 5.3: Central Government Actual Revenue Classified by Major Sources 








1989 1990 1991 1992 1993 1994 1995 
1. Taxation: 302,057 385,742 427,214 456,572 522,004 619,406 711,083 
2. Income taxes: 68,325 101,940 126,960 138,683 162,745 206,149 248,552 
3. Personal 28,958 41,524 49,200 50,109 56,502 67,800 88,170 
4. Corporation 38,755 58,658 74,934 85,586 103,038 134,783 157,430 
5. Petroleum 612 1,758 2,826 2,988 3,205 3,566 3,227 
6. Indirect taxes: 233,732 283,802 300,254 317,889 359,259 413,257 462,531 
7. Import duties: 71,173 93,218 82,809 89,769 104,123 118,712 127,389 
of which: 
8. Mineral fuels and 870 1,207 1,303 1,619 1,989 467 n.a. 
Lubricants 
9. Chemicals 11,632 13,854 13,331 15,244 14,750 3,873 n.a. 
0. Machinery 38,173 52,589 41,568 42,976 52,778 13,876 n.a. 

1. Manufactured goods 13,223 17,175 18,117 20,417 23,261 6,242 na 
12. Export duties: 412 69 9 13 10 14 12 
3. Rubber duties 412 n.a. 

4. Other export duties n.a. 

5. Business taxes 67,244 90,157 101,789 12,037 1,707 834 699 
6. Value added taxes 0 0 0 81,050 96,417 120,575 142,955 
7. Selective sales taxes 72,822 72,210 89,413 106,135 127,678 142,428 161,170 
8. Fiscal monopolies 5,700 5,224 5,975 7,334 7,019 7,219 7,890 
9. Royalties 2,879 2,934 3,478 3,736 3,891 3,964 4,233 
20. Licenses and fees 4,411 5,454 5,818 6,000 4,616 2,707 1,569 
21. Other taxes 9,091 14,536 10,963 11,815 13,798 16,804 16,613 
22. Sales and charges 5,107 4,761 4,889 15,139 6,016 7,149 7,809 
23. Contributions 9,819 12,031 18,626 25,455 31,944 36,565 36,796 

from government 
enterprises 
and dividends 
24. Miscellaneous 10,166 9,118 11,879 14,151 14,968 17,217 21,598 
revenue and 
income 
25. Total revenue 327,149 411,652 462,608 $11,317 574,932 680,337 777,286 





Source: Computed from the 1990 Socioeconomic Survey Data Tape. 
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Table 5.4(a): Percentage Distribution of Central Government Actual Revenue 








1989 1990 1991 1992 1993 1994 1995 
1. Taxation: 92.33 93.71 92.35 89.29 90.79 91.04 91.48 
2. Income taxes: 20.88 24.76 27.44 27.12 28.31 30.30 31.98 
3. Personal 8.85 10.09 10.64 9.80 9.83 9.97 11.34 
4. Corporation 11.85 14.25 16.20 16.74 17.92 19.81 20.25 
5. Petroleum 0.19 0.43 0.61 0.58 0.56 0.52 0.42 
6. Indirect taxes: 71.45 68.94 64.90 62.17 62.49 60.74 59.51 
7. Import duties: 21.76 22.64 17.90 17.56 18.11 17.45 16.39 
of which: 
8. Mineral fuels and 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Lubricants 
9. Chemicals 0.27 0.29 0.28 0.32 0.35 0.07 
0. Machinery 3.56 3.37 2.88 2.98 2ST 0.57 
1. Manufactured goods 11.67 12.78 8.99 8.40 9.18 2.04 
2. Export duties: 4.04 4.17 3.92 3.99 4.05 0.92 
3. Rubber duties 0.13 0.02 0.00 0.00 0.00 0.00 
4. Other export duties 0.13 
5. Business taxes 20.55 21.90 22.00 2.35 0.30 0.12 0.09 
6. Value added taxes 0.00 0.00 0.00 15.85 16.77 17.72 18.39 
7. Selective sales taxes 22.26 17.54 19.33 20.76 22.21 20.93 20.73 
8. Fiscal monopolies 1.74 1.27 1.29 1.43 1.22 1.06 1,02 
9. Royalties 0.88 0.71 0.75 0.73 0.68 0.58 0.54 
20. Licenses and fees 1.35 1.32 1.26 1.17 0.80 0.40 0.20 
21. Other taxes 2.78 3.93 2.37 2.31 2.40 2.47 2.14 
22. Sales and charges 1.56 1.16 1.06 2.96 1.05 1.05 1.00 
23. Contributions 3.00 2.92 4.03 4.98 5.56 5.37 4.73 
from government 
enterprises 
and dividends 
24, Miscellaneous 3.11 2.21 2.57 2.77 2.60 2.53 2.78 
revenue and 
income 
25. Total revenue 100.00 100.00 100.00 100.00 100.00 100.00 100.00 





Source: Computed from the 1990 Socioeconomic Survey Data Tape. 
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Table 5.4(b): Rate of Growth of Central Government Actual Revenue 








1989 1990 1991 1992 1993 1994 1995 
1. Taxation: 27.71 10.75 6.87 14.33 18.66 14.80 
2. Income taxes: 49.20 24.54 9.23 17.35 26.67 20.57 
3. Personal 43.39 18.49 1.85 12.76 20.00 30.04 
4. Corporation 51.36 27:75 14.22 20.39 30.81 16.80 
5. Petroleum 187.25 60.75 5.73 7.26 11.26 9.51 
6. Indirect taxes: 21.42 5.80 5.87 13.01 15.03 11.92 
7. Import duties: 30.97 11.17 8.40 15.99 14.01 7.31 
of which: 
8. Mineral fuels and 38.74 7.95 24.25 22.85 —-76.52 
Lubricants 
9. Chemicals 19.10 —3,78 14.35 3.24 73.74 
0. Machinery 37.76 —20.96 3.39 22.81 -73.71 
1. Manufactured goods 29.89 5.48 12.70 13.93 -73.17 
12. Export duties: 83.25 86.96 44.44 —23.08 40.00 14.29 
3. Rubber duties —100.00 
4. Other export duties 
5. Business taxes 34.07 12.90 —88.17 —85.82 —100.00 16.19 
6. Value added taxes 18.96 25.06 18.56 
7. Selective sales taxes —0.84 23.82 18.70 20.30 11:55 13.16 
8. Fiscal monopolies 8.35 14.38 22.74 4.30 2.85 9.29 
9. Royalties 1.91 18.54 7.42 4.15 1.88 6.79 
20. Licenses and fees 23.65 6.67 3.13 —23.07 41.36 42.04 
21. Other taxes 59.89 24.58 7.77 16.78 21.79 —1.14 
22. Sales and charges —6.78 2.69 209.65 —60.26 18.83 9.23 
23. Contributions 22.53 54.82 36.66 25.49 14.47 0.63 
from government 
enterprises 
and dividends 
24, Miscellaneous -10.31 30.28 19.13 5.77 15.03 25.45 
revenue and 
income 
25. Total revenue 25.83 12.38 10.53 12.44 18.33 14.25 





Source: Computed from the 1990 Socioeconomic Survey Data Tape. 
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In all, tax policy which relies more on direct taxation should improve 
the existing income distribution. But one must be careful to distinguish the 
progressive tax rate on wage-income and the (lower) proportional tax rate on 
non-wage income in Thailand because this could bring about greater income 
inequality. On poverty, however, the present tax policy seems to have little 
impact, except probably the expansion of local governments’ fiscal autonomy 
where the local authorities have more power to collect local taxes for their own 
use in the local areas. 


5.5 Public expenditure policy 


This is perhaps the most important policy that has direct impact upon poverty in 
the country. Of course general government spending which aims at fulfilling the 
three functions of the public sector (efficient resource allocation, fair distribution 
of income, and stable price and employment) will likely to bring about smoother 
functioning of the economy, including appropriate welfare level of the whole 
population. However, when general government spending fails to provide 
sufficient level of welfare to specific groups of population, the government may 
supplement general spending with specific spending for specific target groups 
who need special assistance. This target-group oriented approach to government 
spending policy has become widely accepted as an addition to general economic 
growth as a major means to alleviate local poverty. 


In contrast to tax policy, the general expenditure policy of the Thai 
government was found to be income equalising, that is to say, the overall effects 
of government spending benefit the poor relatively more than the non-poor. 
The post-expenditure income distribution, therefore, is more equal than the 
pre-expenditure income distribution (see Medhi, 1980). Nevertheless, this 
income equalising effects of government expenditure have just offset the income 
disequalising effects of the government taxes, making the so-called pre-fisc and 
post-fisc income distribution practically unchanged. In other words, the role of 
the Thai government through its fiscal policy was neutral with respect to income 
distribution of the Thai people. To effect greater equality of income distribution, 
and the reduction of poverty incidence, the government must change some of its 
policies. 
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These changes have slowly taken place in Thailand in the last few years. 
As shown in Tables 5.5, 5.6(a) and 5.6(b), the capital spending the central 
government has increased substantially between 1987 and 1995. For example, 
in Table 5.6(a), the share of capital expenditure in the total expenditure increased 
from 14.26 per cent in 1989 to 31.12 per cent in 1995. This capital spending is 
needed to cope with the shortage of infrastructure in the economy which has 
begun to adversely affect the prospects of higher economic growth in the future. 
Again, based on the premise that higher growth will bring in higher income 
and reduce poverty incidence, this rapid increase in this component of public 
expenditure should work towards further reducing local poverty. On functional 
classification of public expenditure, it may be observed that the share of economic 
services spending has increased from 14.65 per cent in 1986 to 26.49 per cent 
in 1995. Similarly, the share of social services spending has increased from 
29.45 per cent to 37.78 per cent within the same period. This happens at the 
expense of the defence spending which fell in its share from 20.13 per cent in 
1986 to 15.01 in 1995. Both economic and social services spendings should 
work towards greater poverty alleviation in the future. 


Recently, the government began to put more emphasis on specific 
poverty-oriented policies towards specific groups of people. This is generally 
carried out under the aegis of the national rural development programs. In 1996, 
more than 200 projects have been selected for nationwide rural development for 
that year, and out of these projects, about 30 programs were singled out as specific 
poverty-oriented policies. Examples of these projects include Programs to Assist 
Farmers and the Poor of the Prime Minister’s Office, the Welfare Programs for the 
Aged in the village of the Department of Public Welfare, Ministry of Labour and 
Social Services, the Poverty Loan Programs of the Ministry of Interior, and so on. 
The total amount of budget for these programs were still small at this juncture. 
For instance, the budget for these poverty-oriented programs in 1995 amounted 
to only 3.7 per cent of total central government budget for that year. But this 
category of public expenditure in increasing rapidly. And it is hoped that with 
the government now in control of huge treasury reserves accumulated over many 
years of fiscal surpluses, they can decide to play more active role in the policy of 
poverty alleviation. 
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5.6 Other government interventions 


There are several other government interventions in the private economy that 
are supposed to have impacts upon local poverty. Minimum wage legislation 
is one, while the social security program is another. Minimum wage legislation 
may be criticised for encouraging the substitution of machine for labour, but if 
the substitution is not perfect, then those workers who have received minimum 
wage and whose services cannot be replaced by machine could stand to gain from 
this minimum wage law. It may be argued, however, that since the average wage 
in most firms in the manufacturing sector is already higher than the minimum 
wage, the impact of this minimum wage law is minimal or negligible. On social 
security system, this had just started about 6 years ago. So far, the benefits accrued 
to industrial workers have been recognised, and more and more workers have 
enrolled in the program, resulting in the social security funds accumulating rapidly 
in the past few years. More and more the ‘safety net’ provisions will be put in place 
by the government to try to help the poor and the needy as the situation arises. 


6. Summary and Conclusions 


The main purpose of this paper is to trace the changes in poverty and income 
inequality in Thailand over the past 30 years from 1962/63 to 1992. It has pooled 
together various poverty and equity studies by various researchers, using different 
techniques and tools of analysis. On poverty, most studies used the nutritional 
adequacy approach as a basis for finding a poverty line, and once the poverty 
line is established, the head-count ratio or poverty incidence is used as a popular 
indicator of the extent of poverty in the country. On income inequality, income 
share by quintile group is used to show the change in relative income position of 
the households and population in various regions and locations. The overall Gini 
coefficient is also used to show the extent of income inequality. 


The records over the past 30 years have shown that poverty incidence 
in Thailand has fallen continuously from about 57 per cent of the population 
to about 13.7 per cent, using the original (old) poverty lines. However, when 
a new poverty line which is computed from a new set of population structure, 
nutritional requirements, and consumption pattern is used, the poverty incidence 
is still shown to be quite high. Poverty is still highly concentrated in the rural 
Northeast, with Bangkok having the smallest percentage of the poor among its 


MACROECONOMIC POLICIES AND POVERTY: | 129 
THE THAI EXPERIENCE 


population. Most farmers are still found to be poor, whereas the labourers have 
benefited from recent increase in manufacturing activities and have earned a larger 
income. However, while the incidence of poverty is declining, the distribution of 
income has become worsened. The Gini coefficient has increased from 0.426 
in 1975/76 to 0.504 in 1990 and 0.543 in 1992, and the rate of increase in this 
income inequality has become more pronounced in the two years between 1990 
and 1992. 


On the outcomes of macroeconomic policies, the records of the past 30 
years have shown that the Thai government have emphasised first and foremost 
economic growth and expansion. When the economy was in difficulty such as 
external imbalance or domestic inflation, the immediate macro policies adopted 
would be to quickly stabilise the economy and continue on the economic growth 
path. Poverty and income inequality have never really received top priority in 
the government macroeconomic policies. However, it must be recognised that 
growth-oriented macroeconomic policies have brought about poverty reduction 
through the trickle-down effects, and as such economic growth must still be 
looked upon as an important pre-condition for a sustained poverty alleviation. But 
growth alone may not be adequate for a sufficient and timely solution to poverty 
problems, and this calls for targeted approach to poverty alleviation where specific 
poverty-oriented policies are carried out that aim at redressing the problems of the 
poor directly. 


Finally, although it can be shown that the incidence of poverty has been 
declining rapidly in the last few years, this level of poverty still translates into 
several millions of poor people. Moreover, if a new poverty line which incorporates 
changes in population structure, new nutritional requirements, consumption 
patterns, and prices is used the poverty incidence is still found to be disturbingly 
high. As the remaining poverty becomes more difficult to remove, perhaps a 
more targeted approach to helping these poor could be a helpful supplement to 
the growth effects alone. As for the problems of income inequality, it has been 
mentioned earlier that this is not an immediate problem as long as the economy 
keeps growing. But the government must be prepared for the situation when the 
income of the poor and the haves-not could no longer expand. It is a wiser policy to 
keep monitoring the changes in poverty and income inequality and plan a strategy 
to cope with it before more serious problems occur. 
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THAILAND: 
POVERTY ASSESSMENT UPDATE* 


Medhi Krongkaew™ 


1. Introduction 


This final report of the project Thailand: Poverty Assessment Update extends the 
coverage of the original 1993 World Bank’s Poverty Assessment Study (PA 1993) 
by further analysing the socioeconomic data for Thailand in 1990 and 1992. The 
PA 1993 had already noticed the three developments with regards to the change 
in poverty conditions in the country between 1962 and 1988. The first of these 
developments was that despite the continuing decline in the incidence of national 
poverty during these periods the rate of poverty decline dramatically slowed during 
the early 1980s compared to almost two decades earlier. From 1962 to 1981 the 
national poverty fell from 57 per cent to 23 per cent, whereas from 1981 to 1988 
the national poverty only fell by an additional 1.2 percentage point to 21.8 per cent. 
The second development was that sharp regional differences in average income 
and poverty incidence continued throughout the periods with the Northeast still 
having the highest poverty incidence and the differential between this and other 
regions, especially Bangkok region, widened overtime. And the third development 





Original version of this report appeared as Research Report no.01—39, Faculty of Economics, 
Thammasat University.” 


* Director, Institute of East Asian Studies, Thammasat University. I would like to thank Professor 
Nanak Kakwani of the School of Economics, University of New South Wales who had shown 
me several techniques of poverty and income inequality estimation, and helped me with the data 
management. Without his help, this report might not be possible. I alone, however, am responsible 
for any errors and shortcomings of this report.” 


134 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


was that the general income distribution of the country continued to worsen with 
the Gini ratio increasing from 0.423 in 1975 to 0.479 in 1988. 


The PA 1993 also noticed the increase in the severity of poverty during 
the period up to 1988. In other words, the distribution among the poor worsened 
between 1981 and 1988 with those remaining poor appeared to be getting deeper 
in poverty and unable to lift themselves out of poverty without external help. 
The general worsening of income distribution among the total population as 
well as among the poor had the effect of undermining further decline in poverty 
incidence. The slowdown in the rate of poverty decline in the 1980s further raised 
the question why this was so. Two reasons were offered: one is the unfavourable 
movement in the domestic terms of trade against agricultural products, and the 
other is inability of a larger number of the poor to migrate into better paying jobs. 
However, the overall economic conditions in Thailand had changed dramatically 
between 1988 and 1992 with the economic growth higher than at any other time 
in the Thai history. This has raised an interesting new question whether and to 
what extent the extremely rapid economic growth has affected the incidence of 
poverty and income inequality. 


The answer to this last question will be attempted in this report. It will make 
use of the results of the two latest socioeconomic surveys on Thai households, 
the 1990 SES and the 1992 SES, to estimate the latest incidence of poverty and 
income inequality. And in order to see more clearly the trends in those changes, 
it will compare the latest estimates with earlier estimates of poverty and income 
inequality in 1988. This three-period comparison, that is 1988, 1990 and 1992, 
should provide a meaningful statistical summary of the answer to the above 
question. 


In what follows, Section 2 will first summarise the distributional 
characteristics of households and population in Thailand during those three 
periods. This will be followed immediately by the straightforward analysis, in 
Section 3, of income change of the Thai population. These changes in average 
income by various characteristics of population such as by region, community 
type, occupation, age, sex and household size should give a basic idea as to the 
overall picture of the population at large. Once this is done, we can begin the 
analysis poverty incidence in Section 4 and profile of the poor as contrast to that of 
the non-poor in Section 5. This is in order to see whether we can draw some simple 
conclusions about the causes of poverty among various groups of population in 


THAILAND: | 135 
POVERTY ASSESSMENT UPDATE 


Thailand. Section 6 concentrates on the issue of income inequality. Section 7 
analyses the decomposition of the change in poverty condition into growth and 
income redistribution effects. Section 7 proposes a new estimate of poverty line 
to replace the existing poverty line which has been in use for almost two decades 
and shows how the poverty incidence and income distribution change as a result 
of this adjustment. Section 8 discusses some policy implications arisen from major 
findings of this study, and finally Section 10 suggests agenda for further research 
and analysis. 


2. Distributional Characteristics of the Thai Population, 1988, 1990 and 1992 


As mentioned earlier, 1988 was a watershed year for the development of Thailand 
where the economy started to explode with the rate of growth of 13.2 per cent, the 
highest in its recorded history, followed by the two-digit rates of growth of 12.2 
and 11.6 per cent in 1989 and 1990, respectively. Only in 1991 and 1992 did the 
rate of growth slow down mainly as a result of a number of factors including the 
Gulf War in January 1991, the coup d’etat in Thailand in February 1991 and the 
internal political upheaval in Thailand in May 1992. During these periods of rapid 
economic growth, several interesting changes in the distributional characteristics 
of the Thai population took place. The comparable statistics from the three 
socioeconomic surveys show these interesting changes. 


Tables 2.1 and 2.2 show the distribution of Thai population by region and 
community type, and by various household characteristics. The total population of 
Thailand in 1988, 1990 and 1992 were, respectively, 54.8, 56.2 and 58.1 million. 
These reflected the population growth rates of 1.22 and 1.72, respectively between 
the two intervening periods.' The regional distribution of population among the 
six regions in Thailand (North, Northeast, Centre, South, Bangkok Proper, and 
Bangkok Vicinity) showed some distinct patterns such as the Northeast remained 
absolutely unchanged in its population share, with slightly over a third of the total 
population (34.3 per cent) living in this region. The regions losing their population 
shares were the North and Bangkok Proper, whereas those regions gaining in 





| These differing rates of population growth might puzzle some people. As the total population used 


in the survey is based on annual household registration figures issued by the Ministry of Interior, it 
is quite possible that these figures fluctuate widely depending on the manner in which and the time 
at which the figures are tallied and reported. 
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population shares were the South and Bangkok Vicinity. The position of Bangkok 
Proper vis-a-vis its vicinity is understandable: more people had moved out of 
inner Bangkok, where the cost of housing had become increasingly too expensive 
and beyond the reach of ordinary working families, to live in the outer areas. As 
for the decline in the share of Northern population, this could be attributable in 
part to the continuing fall in fertility rate in this region which had been going 
on for quite some time. The increase in the share of Southern population could 
be opposite to that in the North as the fertility rate in this region was relatively 
higher than the national average. On the whole, however, the majority of the 
people still lived in villages which showed little fluctuating trends between 1988 
and 1992 of around 71.6 and 72.2 per cent, respectively. Except for the vicinity of 
Bangkok, the municipal population also showed little fluctuating trend from 18.7 
to 19.3 per cent between 1988 and 1992. 


This distribution of Thai population could also be shown according to 
various socioeconomic characteristics. From Table 2.2 it will be seen that the 
majority of households in Thailand (about 47.3 per cent in 1992) consisted of 4 to 
5 members in the families. As will be shown in more detail later, the average size of 
Thai households increased from 4.80 in 1988 to 4.91 in 1990 but fell again to 4.68 
in 1992. Traditionally the Northeast usually has the largest household size among 
all other regions. This was still true in 1992 where the average size of household 
in the Northeast was estimated at 4.93 persons compared with the national average 
of 4.68. Despite the fluctuating size of households between 1988 and 1990, the 
declining trend of the average size of Thai households over the longer time horizon 
(from the 1960s and 1970s) was unmistakable. 


About 83 per cent of the Thai households had male heads between 1988 
and 1992. Slightly less than half of these household heads (48.3 per cent) aged 
between 30 to 49 years. It should be noticed that households with older household 
heads (those aged 60 and over) steadily increased through the periods from 1988 
to 1992 with about 22.2 per cent of these older heads in 1992 compared to only 
18.3 per cent in 1988. That older people in Thailand now live longer than before 
may have contributed to this trend. 


Most household heads in Thailand in 1992 still possessed only the primary 
level of education (about 74 per cent). Household heads with secondary and tertiary 
levels of education steadily increased, albeit slowly. About half of these household 
heads could be classified as agriculturists in 1992, a decline from 54.3 per cent in 
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Table 2.1: Distribution of population by region and community type 























Region 1988 1990 1992 

North 19.8 19.5 19.1 
Municipal areas Ly Ly 1.6 
Sanitary districts 2.2 2.1 2.1 
Villages 16.0 15.7 15.4 
Northeast 34.3 34.3 34.3 
Municipal areas 1.6 1.6 1.6 
Sanitary districts 2.5 25 2:5 
Villages 30.2 30.3 30.2 
Centre 18.5 18.2 18.4 
Municipal areas 2.0 2.1 2.0 
Sanitary districts Deh 2h 2.8 
Villages 13.8 13.3 13.6 
South 13.0 13.3 13.4 
Municipal areas I 1.8 1.8 
Sanitary districts 0.9 0.9 0.9 
Villages 10.3 10.6 10.7 
Bangkok 10.2 9.6 QS) 
Bangkok Vicinity 4.2 5.0 oe) 
Municipal areas 15 yD) 2.4 
Sanitary districts 0.9 0.8 1.0 
Villages 1.8 1.6 1.9 
Whole kingdom 100.0 100.0 100.0 
Municipal areas 18.7 19.3 18.9 
Sanitary districts 92 9.1 92 


Villages 4202 71.6 71.8 
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Table 2.2: Distribution of population by various characteristics 











1988 1990 1992 
Household size 
1 person 1.7 1.6 2.1 
2 persons 6.3 6.3 71 
3 persons 15.7 14.5 16.1 
4 persons 23.4 23.4 24.7 
5 persons 221 22.0 22.6 
6 persons 14.5 14.5 13.0 
7 persons and over 16.3 17.8 14.4 
Sex of head 
Male 83.1 82.7 83.2 
Female 16.9 17.3 16.8 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 0.4 0.4 0.2 
- 2-4 rais 2.7 Ly 1B) 
- 5-9 rais 6.7 5.2 5.5 
-10-19 rais 11.8 12.5 11.4 
- 20-39 rais 10.5 11.3 10.7 
- 40 rais or more 4.8 352 4.6 
Renters: 
- less than 5 rais 0.6 0.3 0.3 
- 5-19 rais 2.6 23 22, 
- 20 rais or more 2.9 22 1.8 
Other farm operators 1.1 0.9 0.7 
Entrepreneurs 14.0 13.6 14.4 
Professional 5.3 5.3 5.7 
Labourers 10.6 10.1 9.9 
Other employees 18.8 22.2 23.3 
Economically Inactive: 
- receiving pensions 6.4 6.0 6.6 


- receiving property income 0.8 0.8 1.0 
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Table 2.2: Distribution of population by various characteristics (cont.) 














1988 1990 1992 
Age of head 
Under 20 0.4 0.3 0.4 
20-29 10.7 8.5 8.4 
30-39 25.8 23.9 24.2 
40-49 24.5 24.6 24.1 
50-59 20.4 21.7 20.7 
60-69 12.0 13.2 14.3 
70 and over 6.3 7.7 7.9 
Education of head 
No formal education 10.7 11.2: 10.4 
Primary 76.4 75.1 74.0 
Secondary 6.1 7.1 74 
Vocational 4.1 3.6 4.1 
University 2.8 3.0 4.1 
Occupation of head 
Professional and technical 3.2 2.9 3.7 
Executives 1.0 0.8 1.0 
Clerical workers 1.8 22) 2.2 
Sales workers td 6.9 1S 
Services workers 3.9 3.3 3.8 
Agriculturists 54.3 52.7 50.0 
Labourers 13,2 14.9 14.5 
Inactive 15.4 16.3 17.2 





1988, and 52.7 per cent in 1990. Most of these agriculturist households owned 
land of various sizes with the majority owning between 10 and 40 rais.? There 
was a Clear declining trend of farmers owning less than 4 rais of land. It could be 
speculated that these small farmers increasingly found it difficult to work on such 
as a small piece of land and found it more profitable to sell it and move out of 
the agricultural sector or engage in off-farm or non-farm employment. Although 





> Rai is a unit of land measurement in Thailand. One rai is equivalent to 0.4 acre. 
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the percentage share of this group of farmers is small (constituting only about 
1.7 per cent of the total population in 1992), they could be the group likely to be 
found among the poor and thus deserve to be closely examined later. 


3. Changes in Average Household per Capita Income, 1988 to 1992 


One of the most convenient measures of the change in welfare of the people is to 
look at the change in their average income. These average household per capita 
incomes could be estimated easily from the three SES survey data. The results 
of these average incomes by region and community type, and by various other 
characteristics are shown in Tables 3.1 and 3.2. 


From Table 3.1 it may be seen that the increase in average household per 
capita income between 1988 and 1992 is nothing short of spectacular. Take a look 
at the whole kingdom figures first. The average income of the population in 1988 
was estimated at 1,051 bath per person per month, increasing to 1,413 baht per 
person per month in 1990, and 1,887 baht per person per month in 1992. This 
represents an annual rate of growth of 15.9 per cent between 1988 and 1990, 
and 15.6 per cent between 1990 and 1992. This was a very rapid rate of growth 
indeed, and with this rate continuing it is most likely that the average income of 
the population in 1995 will more than double the average level of 1988. 


The followings are some of the more salient features of average household 
per capita income growth of the Thai population during 1988 and 1992. 


¢ The average income growth is higher among people living in municipal 
areas and sanitary districts compared to those living in villages. During 
the last two years between 1990 and 1992, the income growth rate in 
Thai villages was only 11 per cent whereas that of municipal areas was 
almost doubled at 20.2 per cent. That economic growth of Thailand is 
“‘urban-biased’ is further substantiated. 


¢ The fastest growth rate of income was found among the people in 
Bangkok Vicinity region during 1988 to 1990 with the annual growth 
rate of 38.2 per cent. The income growth rate in municipal areas of this 
region was even higher at 49.2 per cent. These were areas where most 
manufacturing factories were located. 


¢ If we define period between 1988 and 1990 as Period 1 and between 
1990 and 1992 as Period 2, then the change in income growth during 
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these two periods in different regions has shown some interesting results. 
The Bangkok Vicinity region, the North and the Centre had had higher 
income growth during Period | than Period 2, whereas the Northeast, the 
South and Bangkok experienced the opposite, that is to say the income 
growth was more pronounced during Period 2 than during Period 1. In 
other words, Bangkok Vicinity, the Centre and the North were first to 
receive the ‘first wave’ of income growth while all other regions enjoyed 
the ‘second wave’. 


¢ For Bangkok Vicinity and the Centre to receive the first wave of benefits 
is easy to understand as these are manufacturing areas producing for 
exports, but why the North? We have yet to find a link between the fast 
growth in the Centre and Bangkok Vicinity and similarly fast growth in 
the North during Period |. The Northeast showed a classic case of slower 
response to income growth. The income growth in Period | was very 
slow (only 8.4 per cent per annum) but increased quickly in Period 2 (at 
16.7 per cent per annum). There is a clear ripple effect flowing out from 
the centre to the fringes. Could we call this a ‘trickle-down’ effect? The 
South also experienced this ripple effect, but not as strong as in the case 
of the Northeast. 


¢ Bangkok Proper showed a strange income growth pattern. The growth 
rate of income during Period | was quite high at 16.9 per cent per annum 
but it was even higher during Period 2 at 23.2 per cent per annum. Perhaps 
this shows that the true and long-lasting winners of the current economic 
boom of Thailand were the people in Bangkok Proper region. 


Table 3.2 gives average real income per capita of households in all regions 
in 1988, 1990 and 1992 (with 1988 price).? For the whole kingdom, the average 
annual growth rate of real income in Period | was 10.3 per cent, whereas that 
in Period 2 was 9.6 per cent. The population in municipal areas and sanitary 
districts continued to have a faster rate of growth of their real income in Period 2 
compared to Period | while the opposite was true with the population in villages. 





3 The 1988-price real income in Table 2.2 is estimated separately first for municipal areas, sanitary 


districts and villages using the price increase in poverty line (see next section). The regional and 
whole kingdom figures are estimated later using the share of population in each particular community 
type in each region. 
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Table 3.1: Average household income per capita by region and community type 


Annual growth rate 


























Region 1988 1990 1992 88-90 90-92 

North O82 1,230 1,431 14.9 7.9 
Municipal areas 2,014 2,797 3,565 17.8 12.9 
Sanitary districts 977 1,450 2,003 21.8 17.5 
Villages 811 1,033 1,129 12.9 4.5 
Northeast 665 781 1,063 8.4 16.7 
Municipal areas 1,485 1,884 3,058 12.6 27.4 
Sanitary districts 1,114 1,268 1,619 6.7 13.0 
Villages 585 684 914 8.1 15.6 
Centre 1,057 1,447 1,854 17.0 132 
Municipal areas 1,681 2,290 3,353 16.7 21.0 
Sanitary districts 1,253 1,605 2,341 13.2 20.8 
Villages 930 1,281 1,540 17.4 9.6 
South 952 1,192 1,625 11.9 16.8 
Municipal areas 1,930 2,099 3,363 4.3 26.6 
Sanitary districts 1,230 1,353 1,996 49 21.5 
Villages 763 1,025 1,298 15.9 12.5 
Bangkok 2,409 329 4,995 16.9 ABP) 
Bangkok Vicinity 1,741 3,324 4,070 38.2 10.7 
Municipal areas 1,837 4,091 4,800 49.2 8.3 
Sanitary districts 1,695 2,412 4,249 19.3 32.7 
Villages 1,687 2,621 3,029 24.6 75 
Whole kingdom 1,051 1,413 1,887 159) 15.6 
Municipal areas 2,129 3,017 4,361 19.0 20.2 
Sanitary districts 1,192 1,525 2,232 13.1 21.0 


Villages 755 967 1,191 13.2 11.0 
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Table 3.2: Average real household income per capita by region and community 


























type 
(1988 price) 

Annual growth rate 
Region 1988 1990 1992 88-90 90-92 

North O8y) 1,125 1,169 9.6 1.9 
Municipal areas 2,014 2,480 2,898 11.0 8.1 
Sanitary districts 977 1,286 1,628 14.7 12.5 
Villages 811 957 927 8.6 -1.6 
Northeast 665 720 873 4.0 10.1 
Municipal areas 1,485 1,671 2,486 6.1 22.0 
Sanitary districts 1,114 1,124 1,316 0.4 8.2 
Villages 585 634 751 4.1 8.8 
Centre 1,057 1,313 1,521 11.4 7.6 
Municipal areas 1,681 2,031 2,726 9.9 15.9 
Sanitary districts 1,253 1,423 1,903 6.6 15.6 
Villages 930 1,187 1,265 13.0 3.2 
South O52) 1,090 W327) 7.6 10.3 
Municipal areas 1,930 1,861 2,734 -1.8 21.2 
Sanitary districts 1,230 1,200 1,623 1.2 16.3 
Villages 763 950 1,066 11.6 5.9 
Bangkok 2,409 2,918 4,060 10.1 18.0 
Bangkok Vicinity 1,741 DRIES) 3,311 29.8 6.2 
Municipal areas 1,837 3,628 3,902 40.5 3.1 
Sanitary districts 1,695 2,139 3,454 12.3 27.1 
Villages 1,687 2,428 2,488 20.0 1.2 
Whole kingdom 1,051 1,281 F539 10.3 9.6 
Municipal areas 2,129 2,675 3,545 12.1 15.1 
Sanitary districts 1,192 1,352 1,814 6.5 15.8 
Villages rep) 896 978 8.9 4.5 
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This ‘urban-biased’ growth was already referred to earlier. Other features of these 
real incomes were similar to the points raised earlier. 


Average household per capita income growth by various other socioeconomic 
characteristics are shown in Table 3.3. Several interesting pictures have emerged 
here. First of all, it has shown that the average income of individual varies 
inversely with the size of his family. A single-person family would have the 
highest average income in any year, and the 7-persons-and-over family, the lowest 
average income. This shows clearly the importance of family size on household 
and individual welfare so that in future study one should take into account the 
concept of ‘equivalent adult scale’ and the ‘economy of scale’ related to various 
family sizes. 


Secondly, the average income of female household heads was consistently 
larger than that of male heads, and also growing faster. At least from this point of 
view, it does not appear that women are basically discriminated against in terms 
of their earning capacity. 

Thirdly, those household heads aged 60 and over had the lowest average 
income in all periods under study. This is perhaps to be expected as their ability to 
earn more income has reduced with age. 


Fourthly, educational attainment does show a direct and positive relationship 
with income. The average income of household heads having highest level of 
education (university level) was successively larger than average income of those 
having lower level of educational attainment. The beneficial effect of education on 
income could not be more clearly shown than this. 


Finally, household heads who are agriculturist (farmers) had the lowest 
average income among all other occupations. In 1992, for example, these 
agriculturist heads of households had on average only 955 baht per person per 
month compared with 9,600 baht (or about 10 per cent) of heads of households 
who were in executive positions, or with 2,326 baht (or about 40 per cent) of 
those who were labourers or production workers. Moreover, the annual rate of 
income growth of these agriculturist heads of households was also the lowest 
among all other occupations, with only 12.3 per cent growth rate during Period 
1 and 7.3 per cent during Period 2. No doubt one could imagine even from this 
set of data that the poor in Thailand must be found among these agriculturists or 
farmers. 
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Table 3.3: Average household income per capita by various characteristics 


Annual growth rate 











1988 1990 1992 
88-90 90-92 
Household size 
1 person 2,726 3,518 5,080 13.6 20.2 
2 persons 1,866 2,474 3,071 15.1 11.4 
3 persons 1,289 1771 2,292 17.2 13.8 
4 persons 1,043 1,370 1,749 14.6 13.0 
5 persons 951 1,266 1,587 15.4 12.0 
6 persons 783 1,167 1,469 22.1 122 
7 persons and over 721 1,002 1,451 17.9 20.3 
Sex of head 
Male 1,024 1,387 1,823 16.4 14.6 
Female 1,185 1,537 2,200 13.9 19.6 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 713 1,274 1,599 33.7 12.0 
- 2-4 rais 478 597 798 11.8 15.6 
- 5-9 rais 493 526 681 3.3 13.8 
-10-19 rais 528 632 765 94 10.0 
- 20-39 rais 635 757 920 9.2 10.2 
- 40 rais or more 1,092 1,599 1,461 21.0 4.4 
Renters: 
- less than 5 rais 569 622 1,416 4.6 50.9 
- 5-19 rais 499 586 734 8.4 11.9 
- 20 rais or more 849 1,015 1,230 9.3 10.1 
Other farm operators 915 1,062 1,798 7.7 30.1 
Entrepreneurs 1,448 2,197 2,779 23.2 12.5 
Professional 2,845 4,047 5,567 19.3 17.3 
Labourers 499 630 843 12.4 15.7 
Other employees 1,422 1,769 2,415 11.5 16.8 


Economically Inactive: 
- receiving pensions 1,336 1,472 1,994 5.0 16.4 
- receiving property income 1,353 2,064 3,006 23.5 20.7 
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Table 3.3: Average household income per capita by various characteristics (cont.) 





Annual growth rate 














1988 1990 1992 
88-90 90-92 
Age of head 
Under 20 1,323 2,048 2,285 24.4 5.6 
20-29 1,129 1,804 2,184 26.4 10.0 
30-39 1,067 1,377 1,964 13.6 19.4 
40-49 1,027 1,412 1,999 17.3 19.0 
50-59 1,105 1,414 1,893 13.1 15.7 
60-69 990 1,363 1,610 17.3 8.7 
70 and over 883 1,155 1,462 14.4 12.5 
Education of head 
No formal education 764 869 1,106 6.7 12.8 
Primary 858 1,126 1,391 14.6 11.1 
Secondary 1,918 2,628 3,496 17.1 15.3 
Vocational 2,396 3,656 4,470 235 10.6 
University 3,601 5,101 7,379 19.0 20.3 
Occupation of head 
Professional and technical 2,666 3,967 5,267 22.0 15.2 
Executives 4,040 6,286 9,600 24.7 23.6 
Clerical workers 2,557 3,369 4,553 14.8 16.3 
Sales workers 1,771 2,716 3,348 23.8 11.0 
Services workers 1,698 2,143 3,180 12.3 21.8 
Agriculturists 657 829 955 12.3 73 
Labourers 1,337 1,789 2,326 15.7 14.0 


Inactive 998 1,301 1,760 14.2 16.3 
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4. Poverty Incidence, 1988 to 1992 
4.1 Various Measures of Poverty 


There are several measures of poverty currently being used by researchers 
in the field today. In this study we have adopted four measures of poverty, namely 
the Head-Count Ratio (HCR), the Income Gap Ratio (IGap), the Poverty Gap 
Ratio (PGap), and the Foster-Greer-Thorbecke Index (FGT).* 

First of all, the poverty line used in this part of the study is the ‘old’ poverty 
line that the World Bank had constructed in the late 1970s to be used with the 
1975/76 SES. In the subsequent analyses using new SES series, this poverty line 
was duly adjusted with new price indices. Since there are two poverty lines, one 
for urban population and the other for rural population, different price indices were 
used to update these lines. For urban poverty line, the price index for Bangkok 
is used, and for rural poverty line, the price index for the Northeast is used. This 
technique of adjustment has been followed in every period of study. 

The resulting price-adjusted poverty lines for 1988 to 1992 are as follows: 

1988 Urban poverty line 517 baht 
Rural poverty line 340 baht 
1990 Urban poverty line 583 baht 
Rural poverty line 367 baht 
1992 Urban poverty line 636 baht 


Rural poverty line 414 baht 





4 1. The Head-Count Ratio (HCR) is defined as HCR=q/n where q=number of population having 


income below the poverty line, z; and n=total number of population or income-receiving units. 


2. The Income-Gap Ratio (IGap) is defined as IGap=[(z—y*)/z] where z is the poverty line, and 
y* the average income of the poor. This ratio measures the extent to which the poor is far away from 
poverty threshold. Any transfer from the poor to the rich, while the HCR may remain unchanged 
would still the IGap. 

3. The Poverty-Gap Ratio (PGap) is defined as PGap=HCR * IGap. This shows the proportion of 
total income or resources necessary to bring every unit below poverty line up to the poverty line. 

4. The Foster-Greer-Thorbecke Index (FGT) is defined as FGT=(1/n) =[(z—y')/z]* where y’ is 
the income of the poor individual, i, and @ is a parameter that measures how sensitive the index is 
to transfer among the poor units. When a@ is 0, FGT becomes HCR; and when @ is 1, FGT become 
IGap. The a value used in this study is 2. 
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The unit of measurement is baht per person per month. For annual figures, 
these poverty lines should be multiplied by 12. 


Questions have often been asked why we must have uniform poverty lines 
for all urban or all rural areas. Would it not be better if we have separate poverty lines 
for populations in different regions and community types? In fact it is often argued 
that the best poverty lines are those that are specifically estimated for population 
of each age group reflecting their different nutritional needs and other age-related 
expenses.° This may be so but it may have to be traded off with the simplicity of 
uniform poverty lines. For the time being, we will follow the traditional practice 
of having two poverty lines for each year, one for urban population and the other 
for rural population. 


In order to estimate the incidence of poverty for the whole population, 
the weight given to the sampled households in each socioeconomic survey has 
become very important because the wrong or incorrect weight could give wrong or 
misleading information about the population being studied. Normally the National 
Statistical Office who has been conducting all the socioeconomic surveys in 
Thailand since 1962 does give population weights in each of its survey. However, 
it was discovered that the weights given by the NSO, at least in the three surveys 
that we will be using in this study, did not add up to the total number of population 
of the year under study.° So new weights have been constructed for use in this 
study. These new weights (the Kakwani Weights) differ slightly from the original 
NSO weights but they are definitely more robust as they correspond to the actual 
population and can be worked back to the original sampled raw data. 

Based on the above data definitions and techniques, various measures of 
poverty for the Thai population in 1988, 1990 and 1992 have been computed, and 
the results are shown in Table 4.1. 





5 This point is made by Professor N. Kakwani who has plan to construct these age-specific poverty 


lines for Thailand. 

6 This was discovered by Professor Kakwani who then traced the steps taken by the NSO to 
construct the population weights and construct his own population weights which add up to the total 
number of population. These Kakwani weights are used here in this study. 
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From this table, it may be seen that the overall poverty incidence for the 
whole kingdom in 1988 was estimated at 22.23 per cent. This is higher than 
the figure given in the original PA 1993. This fact can be easily explained: In 
this present study, urban poverty line rather than rural poverty line is applied to 
sanitary districts resulting in higher proportion of the poor in sanitary districts.’ 
Across all regions, the Northeast still had the highest incidence of poverty in 
1988 at 34.51 per cent, with Bangkok Proper having only 2.92 per cent of its 
population classified as poor. The Bangkok Vicinity region also showed a low 
poverty incidence of 6.50 per cent in 1988. Overall most of the poor are found 
in villages.® 

From 1988 to 1990 and 1992, the incidence of poverty dropped sharply. 
For the whole kingdom, it fell from 22.23 per cent in 1988 to 17.97 per cent in 
1990 and 13.13 per cent in 1992. The extraordinary rapid economic growth in 
the Thai economy which started in 1988 had caused the incidence of poverty 
to fall drastically during these two survey periods. Table 4.2 gives annual rates 
of growth of the poverty incidence. It may be seen that the overall decrease in 
national poverty during Period 1 was about 10.1 per cent, whereas during Period 
2 it was about 14.5 per cent. If this trend of poverty reduction which started from 
1988 continues, it is projected that at the end of 1995 the incidence of poverty will 
have declined to only 6.1 per cent, and there will be no more poverty in Thailand 
after the year 1998. 


7 Tt is also obvious from the results shown in Table 4.1 that poverty incidence in sanitary districts 


is somewhat too high. This raises some doubt on the appropriateness of using urban poverty line for 
sanitary districts which has been the practice in this study. But using rural poverty line for these areas 
certainly understate the extent of poverty within the existing context of separating present poverty 
situations into urban and rural poverty. Perhaps there should be another poverty line for sanitary 
districts which should lie somewhere between urban poverty line and rural poverty line. However, 
another proposal calls for using just one poverty line for all regions, and this line reflects the living 
condition of the poorest community in Thailand (usually the rural Northeast). This point will be 
elaborated later. 

8 The poverty incidence figures for Bangkok and Bangkok Vicinity have been found to be quite 
irregular and unstable, particularly in 1992. This is mainly because there were only few households 
in the samples who were classified as poor. In 1992 survey, for example, only 22 households in the 
Bangkok samples and 6 households in Bangkok Vicinity samples were found to be poor. Population 
weighting did not help much in this case. Interpretation and analysis on poverty characteristics in 
these regions must be made with caution. 
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But the real world may be different from statistical projection. There may be 
some limits to the physical possibility that poverty can be permanently eliminated 
from the society. First, we have seen in the past that the rate of poverty reduction 
during the 1960s and 1970s was quite rapid but slowed down substantially during 
the first half of the 1980s. The same thing can happen again toward the last half 
the 1990s. In fact if the trend of poverty reduction starts from 1975 rather than 
1988, the projected poverty level at the end of 1995 will be at the same level as 
in 1992. Secondly, as will be shown in Section 8 of this report, there may be a 
need to recalculate a new poverty which takes into account changes in population 
structure, nutritional requirements, consumption patterns as well as price levels 
which is likely to produce a higher poverty line. 


More importantly, the existing problem of poverty may not be the extent 
of poverty which is secularly declining, but the severity of the remaining poverty. 
One indication of this is to look at the income shortfalls of the poor from poverty 
thresholds. This information is shown in IGap columns in Table 4.1. From these 
IGap columns, it may be seen that the income gap ratio for the whole kingdom 
increased from 33.99 per cent in 1988 to 37.36 per cent in 1990 and 37.73 per cent 
in 1992. The situation in the rural areas of the Northeast was probably the worst 
when the IGap ratio increased from 32.23 per cent in 1988 to 39.51 per cent 
in 1990 and 41.11 per cent in 1992. This means that while income growth had 
pushed a larger proportion of the population out of poverty, those who remained 
in poverty had found it harder to reach poverty thresholds. In other words, those 
fewer people who were left in poverty were the ‘hard-core’ whose poverty seemed 
to be a permanent fixture in their lives. 


The regional difference in poverty incidence is also something that dilutes 
the beneficial impact of overall poverty reduction. While the national poverty may 
stand at 13.13 per cent in 1992, the poverty in the Northeast was still very high at 
22.31 per cent. Poverty has become very low in Bangkok and its vicinity (at 1.12 
and 1.25 per cent, respectively, in 1992) attesting to the general belief that the 
benefits of rapid economic growth accrue first and foremost to the people in these 
regions. Perhaps because of its proximity to Bangkok Metropolitan Region (or 
BMR, the area encompassing Bangkok Proper and its vicinity), the Central Region 
also reaped relatively greater benefits from growth compared to other regions, and 
the incidence of poverty here was only 6.04 per cent in 1992. The North and the 
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Chart 1: Incidence of Poverty by Region, 1988 to 1995e 
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South experienced decline in the proportion of their poor population but not as fast 
as that in the Centre or in the BMR. 


Despite the general increase in income shortfalls between 1988 and 1992, 
the rapid decline in the proportion of the poor more than offsets the need for 
resource that could bring all the poor above the poverty line. This needed resource 
is given in the so-called Poverty Gap Ratio (PGap) which had fallen overtime 
from 1988 to 1992. In Table 4.1, it may be seen that in 1988 to remove all poverty, 
the country needed 6.54 per cent of its total national income to fill this poverty 
gap. The poverty gap narrowed to 4.81 per cent in 1990, to 3.48 per cent in 
1992. This level of resource is within the financial capability of the present Thai 
government.’ 


Finally Table 4.1 shows the last measure of poverty, the FGT Index. This 
index combines the properties of HCR and PGap when the value of the intra-poor 
income transfer parameter is between 0 and 1. Its widely accepted parameter value 
is, however, 2, which means that the farther the poor’s income is from poverty 


° Assuming that 3.48 per cent of the national income is translated to about 74.4 billion baht in 1992. 


This amount of income is less than the treasury reserve that is available for the government for that 
year. 
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threshold the severity of poverty increases and this will be shown in a higher 
FGT index. On the whole, the poverty incidence as measured by the FGT index 
had fallen overtime from 1988 to 1992. In 1988, for example, the FGT index 
was 2.74 per cent, falling to 1.94 per cent in 1990, and 1.38 per cent in 1992. 
This general declining trend was observed in most regions and all communities 
with some exceptions such as in rural North and urban South in 1992, and urban 
Northeast in 1990, and the rural areas of Bangkok vicinity in both 1990 and 1992. 
But the increase is either very small to be of any significance, or the poverty 
problem there as shown in a small absolute size of the FGT index is not very 
critical. It could be noticed also that the FGT index for municipal areas of Bangkok 
Vicinity became very small in 1992—almost zero—meaning that this would be the 
first poverty-free area in the country. 


Table 4.2 gives average annual rates of growth or change of poverty 
measures shown in Table 4.1. The overall poverty reduction trends are confirmed. 
Even the IGap, the only measure that shows an increase, the rate of increase 
slowed drastically in Period 2 compared to the increase in Period | (4.84 per cent 
compared with 0.49 per cent). Table 4.3 further shows the above four measures 
of poverty by different characteristics of population. Here, the statistical figures 
show the absence of poverty among certain groups of the population, for example 
among heads of households who had university level education, or those who 
were executives. The rates of growth or change in poverty measures by various 
socioeconomic characteristics are presented in Table 4.4. 
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4.2 Decomposition of Poverty Measures 


In Tables 4.5 to 4.8, two of the previous poverty measures discussed in Section 
4.1, namely the HCR and FGT, are further decomposed into the extent of effects 
or contributions that some of the geographical and socioeconomic characteristics 
such as region, community type, age, sex, education and occupation have upon 
such poverty measures. 


First, Tables 4.5 and 4.6 presents the contributions of regional and locational 
factors upon HCR and FGT. On HCR (Table 4.3), it will be seen that, in 1992, the 
Northeast contributed 58.28 per cent to the national incidence of poverty, followed 
by the North (19.78 per cent), the South (12.06 per cent), the Centre (8.46 per cent), 
Bangkok Proper (0.81 per cent) and Bangkok Vicinity (0.50 per cent). The 
Northeast, as expected, still dominates in its role as the major region of poverty. It 
is interesting to note that the contributions to national poverty from the Northeast 
increased rather decreased from 1988 to 1992 (from 53.25 in 1988 to 53.96 in 1990 
to 58.28 in 1992). This is not so much because there was an increase in poverty in 
this region as because the reduction in poverty in other regions was much faster. 
The contributions to national poverty from Bangkok and its vicinity was negligible 
(less than 2 per cent in 1992), making the difference in their contributions to HCR 
between the BMR and the Northeast staggering. 


Table 4.6 shows the same regional contributions to national poverty 
measured by the FGT. While the contributions to national FGT from the Northeast 
was still the highest among all the regions (51.7 per cent in 1992) this contribution 
to national FGT declined from 56.24 per cent in 1988 to 52.51 per cent in 1990, 
and to 51.7 per cent in 1992. This is opposite to the trend of contributions to 
HCR mentioned earlier, which showed an increasing poverty contribution from the 
Northeast. The reason for a decline in the Northeast contribution to the national 
FGT could be that, as the FGT index gives more weight to transfer among the poor, 
a higher (lower) index would reflect greater (lower) hardship, relatively speaking. 
Therefore, when the contribution of the Northeast to national FGT declined from 
1988 to 1992, this could mean that the severity of the remaining poverty there 
had become less as time passed. On the same reasoning, the contributions to FGT 
from Bangkok Proper region which increased from 1.49 per cent in 1988 to 1.68 
and 2.13 per cent in 1990 and 1992, respectively, could mean that the remaining 
poverty in Bangkok, though very small, had become relatively more severe. 
This fact should be considered in the light of an attempt to implement poverty 
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alleviation policy in urban areas like in Bangkok Proper. That assistance to the 
poor in Bangkok must be very specific whereas assistance to the Northeast could 
be more general.'° 


Tables 4.7 and 4.8 present the contributions of various other socioeconomic 
characteristics to national HCR and FGT. On the size of households, it was found 
that larger family size of four members and over contributed more to national 
poverty relative to family size smaller than three members. On socioeconomic 
class, there was a greater tendency for larger land owners to contribute more to 
national poverty overtime. Why is this so? One answer could be that those farmers 
who owned larger size of land increasingly would find it difficult to get attractive 
returns from their land. Commodity prices may be low, agricultural input prices 
may be high, and the prices of non-agricultural products have become higher—in 
short, the usual terms of trade problem. Hence, the increasing contributions to 
national poverty from these groups. 


On the contribution of age to poverty, it will be seen that the contributions 
to poverty from older heads (60 and over) had increased perceptibly, that is from 
18.9 per cent in 1998 to 25.02 in 1992. The issue of old age will add much of the 
poverty problem in the future. On occupation of household heads, those engaged 
in agriculture contributed more than three-fourths of the national poverty. Poverty 
in Thailand is inextricably linked with its agricultural sector. 


10 In fact, the municipal contributions to FGT index were consistently higher than those to HCR. 
This could mean also that although the poverty in municipal areas had become much lower than 
poverty in villages, the severity of urban poverty increased relative to rural poverty. 
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5. Poverty Profiles, 1988 to 1992 
5.1 Socioeconomic Characteristics 


Section 4 shows how many poor there were in different regions and communities 
throughout the country and the rate of change of this poverty incidence between 
1988 and 1992. This section further explores deeper knowledge about poverty in 
Thailand. It does so by creating a profile of the poor, that is to say, separating the 
poor from the non-poor and look at their socioeconomic characteristics with an aim 
to find some common features that could be used to explain their poverty. In order 
to assist this process of poverty exploration, the socioeconomic characteristics of 
the non-poor will also be presented so that the contrast between these two groups 
could be made. 


(1) Region and community type 


Table 5.1 provides a general percentage distribution of the poor and non-poor 
population by various characteristics. For example, it was found that while more 
than half of the poor (58.3 per cent) lived in the Northeast in 1992, a sizable of 
the non-poor (about 30.7 per cent) were also found to live there. This is mainly 
because the Northeast was the most populous region in the country. However, 
when all community types are considered together, the rural areas (villages) were 
still the place to find most of the poor (84.8 per cent in 1992) whereas the poor 
in municipal areas considered together constituted a very small proportion (only 
3.4 per cent in 1992). That poverty was a rural phenomenon was still unchanged 
in 1992. 


(2) Household size 


As mentioned earlier, the average per capita income of household falls with an 
increase in family size. This seems to indicate that the larger the family, the more 
likely its per capita income share will be reduced. In other words, those who 
are poor will be more likely to have larger family size than the non-poor. This 
statement could probably be substantiated by the relevant statistics in Tables 5.1 
and 5.2. 
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Table 5.1: Percentage distribution of the poor and non-poor population by various 
charchcharacteristics characteristics 




















Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Region 
North 18.4 18.0 19.8 20.2 19.8 19.0 
Northeast 53.2 54.0 58.3 28.9 30.0 30.7 
Centre 13.3 13.1 8.5 20.0 19.3 19.9 
South 12.5 13.0 12.0 13.1 13.4 13.6 
Bangkok 13 1.1 0.8 12.8 11.5 10.8 
Bangkok Vicinity 1.2 0.8 0.5 Dil 5.9 6.0 
Community type 
Municipal areas 5.4 5.7 3.4 22.5 22:3 21.3 
Sanitary districts 11.8 12.8 11.8 8.4 8.3 8.9 
Villages 82.8 81.5 84.8 69.1 69.4 69.9 
Household size 
1 person 0.1 0.2 0.2 2.2 1.8 2.4 
2 persons 1.8 1.6 1:7 75 7.3 8.0 
3 persons 8.0 ds 8.0 17.9 16.1 17.4 
4 persons 19.1 20.0 21.4 24.7 24.1 25,2 
5 persons 22.6 22.7 23.9 21.9 21.8 22.4 
6 persons 19.6 18.4 19.0 13.1 13.6 12.1 
7 persons and over 28.8 29.6 25.8 12.8 15,2 12.6 
Sex of head 
Male 84.3 83.3 83.9 82.7 82.6 83.1 
Female 15.7 16.7 16.5 17.3 17.4 16.9 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 0.7 0.4 0.4 0.3 0.4 0.2 
- 2-4 rais 6.7 4.5 3.1 1.6 1.1 1.3 
- 5-9 rais 12.4 12.6 14.9 5.1 3.6 4.1 
-10-19 rais 19.4 22.9 20.1 OF 10.2 10.1 
- 20-39 rais 11.3 11.6 15.2 10.3 11.2 10.0 
- 40 rais or more 2.0 2.0 3.8 26 39 47 
Renters: 
- less than 5 rais 1.0 1.0 0.5 0.4 0.2 0.3 
- 5-19 rais 4.6 4.8 3.9 2.0 1.7 1.9 


- 20 rais or more 2.4 2.4 2.0 3.1 2,1 1.8 
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Table 5.1: Percentage distribution of the poor and non-poor population by various 
charchcharacteristics characteristics (cont.) 




















Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Other farm operators 1.2 1.1 0.3 1. 0.9 0.8 
Entrepreneurs 6.9 6.3 5.2 16.0 15.2 15.8 
Professional 0.2 0.2 0.2 6.8 6.4 6.6 
Labourers 18.7 157 16.4 8.3 8.8 9.0 
Other employees 74 9.0 7.0 22.1 25.1 25.8 
Economically Inactive: 
- receiving pensions 4.6 4.5 6.1 6.9 6.3 6.6 
- receiving property income 0.5, 1.1 0.9 0.9 0.8 1.0 
Age of head 
Under 20 0.1 0.0 0.3 0.5 0.4 0.4 
20-29 9.7 7.6 72 10.9 8.7 8.6 
30-39 28.7 26.2 24.9 24.9 23.4 24.1 
40-49 25.6 23.9 24.0 24.2 24.8 24.2 
50-59 16.9 20.1 18.5 21.4 22.0 21.0 
60-69 11.4 12.6 15.2 12.2 13.4 14.2 
70 and over 7.5 9.6 9.9 6.0 7.2 7.6 
Education of head 
No formal education 14.5 Lid 16.3 9.6 9.9 9.5 
Primary 82.7 80.2 81.9 74.6 74.0 72.8 
Secondary 1:9 2.4 V7 7.2 8.2 8.3 
Vocational 0.8 0.3 0.1 5.0 43 47 
University 0.0 0.0 0.0 3.6 3.6 4.7 
Occupation of head 
Professional and technical 0.1 0.1 0.2 4.1 35 4.3 
Executives 0.0 0.1 0.0 12 1.0 12 
Clerical workers 0.2 0.1 0.0 2.3 2.6 25 
Sales workers 2.4 1.6 1.4 8.6 8.0 8.4 
Services workers 0.5 1.0 0.6 49 3.8 4.2 
Agriculturists 73.3 72:5 76.7 48.8 48.4 46.0 
Labourers 6.5 6.7 4.4 15.1 16.7 16.0 


Inactive 16.9 17.9 16.7 15.0 16.0 17.3 
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In Table 5.1, more than two-thirds of the poor (68.7 per cent) had more than 
five members in the family in 1992. For the non-poor, only 47.1 per cent would 
have the same family size. Table 5.2 shows more clearly the average size of poor 
and non-poor households in various regions and communities. For example, the 
average size of poor households in 1988, 1990 and 1992 was, respectively, 5.64, 
5.75 and 5.53. For the non-poor, the corresponding size of households for the same 
time periods was, respectively, 4.56, 4.73 and 4.55. Roughly speaking, the poor 
seems to have an additional member in the family which could contribute to an 
additional mouth to feed. This may not be so if that additional member helps earn 
more income for the family instead of creating additional burden for the family. To 
see whether this additional member is a contributing factor to poverty, an average 
dependency ratio defined as the proportion of non-earners (dependents) to total 
family members is calculated for both poor and non-poor groups, and this ratio is 
shown in Table 5.2. 


Table 5.2: Average household size and dependency ratio by region 


Total Poor Non-poor 
1988 1990 1992 1988 1990 1992 1988 1990 1992 








Average HH size 

Whole Kingdom 4.80 4.91 4.68 5.64 D319 5.53 4.56 4.73 4.55 
North 4.26 4.44 4.35 4.80 5.04 5.21 4.12 4.32 4.22 
Northeast 5.21 3.22 4.93 5.86 5.93 5.64 4.87 4.95 4.72 
Centre 4.70 4.75 4.57 5.30 5.44 5.27 4.59 4.65 4.53 
South 4.97 5.22 4.84 6.15 6.46 BEE) 4.65 4.95 4.72 
Bangkok 4.41 4.71 4.59 5.83 4.25 4.43 4.37 4.72 4.59 
Vicitnity 4.94 4.82 4.40 71S 5.10 4.95 4.79 4.81 4.39 





Dependency ratio 


Whole Kingdom 43.08 42.13 42.05 47.40 46.90 46.72 41.85 41.09 41.35 


North 38.29 37.91 40.17 44.02 44.41 47.39 36.80 36.62 39.03 
Northeast 40.35 39.68 39.17 45.10 44,22 43.92 37.85 37.89 37.80 
Centre 43.98 44.46 41.96 50.12 51.60 48.22 42.81 43.40 41.56 
South 48.29 46.42 47.58 57.90 55.84 57.90 45.67 44.42 46.20 
Bangkok 50.46 45.85 45.61 56.36 55.11 48.93 50.28 45.66 45.57 


Vicitnity 49.93 48.40 47.57 51.55 51.07 48.45 49.82 48.32 47.56 
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From the lower portion of Table 5.2, it may be seen that the nation-wide 
average dependency ratio for the poor in 1992 was 46.72 per cent compared with 
41.35 per cent for the non-poor. Obviously this additional member in the poor 
families acts as a burden to the family rather than a help. The dependency ratios 
for the non-poor were consistently lower than those of the poor in all the years 
under study, and in every region of the country. The household size does affect 
the poverty condition of the household. This can also be confirmed by comparing 
the average household size among the poor groups. It will be found, for instance, 
that the poorest Northeast families had a much larger average family size than the 
poor in Bangkok (5.64 persons compared to 4.43 persons in 1992). The poor in the 
South has the largest average household size of all, and this factor could perhaps 
explain the cause of poverty in this region better than any other regions. 


(3) Sex of Heads 


There is little gender influence on poverty as seen from the distribution of male 
and female heads between the poor and the non-poor. About 83.9 per cent of the 
poor were headed by men whereas the corresponding figure for the non-poor was 
about 83.1 per cent. 


(4) Socioeconomic Class 


A larger proportion of the poor was found to have owned smaller sizes of land. 
For example, about 18.4 per cent of the poor owned the land with the size under 
10 rais, whereas only 5.6 per cent of the non-poor did so. The non-poor had the 
larger proportion who owned more than 40 rais of land compared with the poor 
(4.7 per cent of the non-poor compared with 3.8 per cent of the poor in 1992). 
What is more important, however, is the type of socioeconomic activities that 
the poor and the non-poor were engaged in. A much larger proportion of the 
non-poor were found in entrepreneurial and other professional activities, and also 
in ‘other employees’ category. To be non-poor is almost equivalent to not being in 
agricultural activities. 


(5) Age of Heads 
Like sex of heads, the age influence on poverty seems to be very weak because 
both poor and non-poor households did not differ much in the age-range of their 
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heads of households. For example, about 67.4 per cent of the heads of poor 
households were found among those having between 30 and 60 years of age 
compared to 69.3 per cent for the non-poor. There is one distinct exception, 
however. There was a larger proportion of the heads of poor households aged 70 
and over compared to the non-poor. The share of these old heads of households, 
both poor and non-poor, increased overtime from 1988 to 1992. This phenomenon 
for the non-poor should not pose any cause for concern; it just reflects the longer 
life expectancy of the modern people. But the increase in the proportion of older 
heads of poor households should be a real cause for concern as these were the 
people who will find it physically harder to cope with their poverty as time 
passes. 


(6) Education of Heads 


The association or linkage between education and poverty is clearly shown in Table 
5.1. Almost all of the heads of poor households either had only primary education 
or no formal education at all. In 1992, this percentage stood at 98.2 per cent. One 
can almost say that poverty belongs to those who only have primary or no formal 
education. Only 1.7 per cent of poor heads of households were found to have 
secondary education, and non with tertiary education. The chance of getting into 
poverty is much greater for those who only have primary education compared to 
those having secondary or higher education. On the contrary for the non-poor, the 
proportion having primary or no formal education was much smaller than the poor 
(82.3 per cent in 1992) while the proportion of those having higher than primary 
education was also much higher (17.7 per cent of the non-poor in 1992 compared 
with only 1.8 per cent of the poor). 


(7) Occupation of Heads 


Another clear indication of poverty is the occupation of heads of households. In 
Table 5.1 it is found, in 1992, that 76.7 per cent of the poor heads of households 
were agriculturists or those who work in the agricultural sector. This proportion 
even increased slightly from the previous two periods in 1988 and 1990. If the 
heads of households who are economically inactive (mostly those aged 65 and 
over) were not counted, the field of the poor is almost occupied by just two groups 
of people, the agriculturists and labourers or production workers, whose share 
of poverty still came as a distant second. Among the non-poor, however, only 
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46 per cent of heads of households were found in agriculture, while the rest spread 
out in other technical, production or service occupations.!! 


5.2 Average Income of the Poor and Non-poor 


Earlier on we started the analysis of the impact of economic growth on the welfare 
of households by looking at the change in average household per capita income. 
That analysis provided us with a certain level of understanding. Later on, we 
separate the population into poor and non-poor using a predetermined poverty 
line. This section further investigates the average income positions of the poor and 
non-poor according to a given set of socioeconomic characteristics. 


From Table 5.3, it may be seen that the difference in the average income 
positions of the poor and non-poor in Thailand is quite large. For the poor, the 
average household per capita income in 1988 was estimated at 261 baht per person 
per month, whereas that of the non-poor was about 4.9 times higher at 1,277 baht 
per person per month. Average incomes of both groups increased from 1988 to 
1990 and 1992, but the rate of increase of income of the non-poor was much 
faster than that of the poor. For example, the annual growth rate of income of the 
non-poor was 13.1 per cent between 1990 and 1992, whereas that of the poor was 
only 5.1 per cent. In 1992, therefore, the average income of the non-poor became 
6.5 times higher than that of the poor. 


Among the poor themselves, those in the South, not the Northeast, appeared 
to have the smallest average income. This is caused by the smaller-than-usual 
rate of income growth among the poor in the South. Overall, the poor who were 
farmers owning less than 2 rais of land seemed to be the poorest among all other 
poor in different socioeconomic class (with an average income of only 281 baht 
per person per month). Again, this has confirmed the relationship between smaller 
landholding and poverty. But one must be very careful in making a hasty conclusion 
because it was shown also that the non-poor who were farmers having less than 
2 rais of land has the highest average income among all land-owning farmers 
(1,912 baht per person per month in 1992). Owning a small piece of land certainly 
is not a precondition for poverty, but certainly those already poor who owned 


'l Estimates of interregional characteristics of the poor have also been carried out but the small 
sample problems for the situation in Bangkok and Bangkok Vicinity make this interregional 
comparison difficult and prone to misunderstanding. These estimates are therefore not reported here. 
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Table 5.3: Average income of poor and non-poor population by various character- 

















istics 
Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Whole Kingdom 261 296 2a, LT 1,658 Pr MP) 
Memo: growth rate (%) 6.5 3.1 13.9 13.1 
Region 
North 275 306 326 1,103 1,414 1,605 
Northeast 249 287 329 884 976 1,274 
Centre 275 304 347 1,205 1,617 1,951 
South 261 300 305 1,141 1,381 1,802 
Bangkok 369 387 354 2,471 3,351 5,047 
Bangkok Vicinity 357 387 344 1,837 3,408 4,117 
Community type 
Municipal areas 372 411 424 2,250 3,163 4,456 
Sanitary districts 362 390 443 1,525 1,907 2,592 
Villages 240 273 308 931 1,145 1,353 
Household size 
1 person 368 379 323 2,763 3,605 5,145 
2 persons 297 328 371 1,975 2,579 3,159 
3 persons 289 325 337 1,416 1,918 2,429 
4 persons 271 303 333 1,214 1,564 1,931 
5 persons 259 295 331 1,155 1,487 1,790 
6 persons 261 286 321 1,007 1,427 1,742 
7 persons and over 246 288 318 1,026 1,307 1,802 
Sex of head 
Male 260 296 325 1,247 1,629 2,052 
Female 267 298 338 1,423 1,797 2,468 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 208 273 281 1,086 1,507 1,912 
- 2-4 rais 222 271 329 783 892 969 
- 5-9 rais 241 275 296 669 718 895 
-10-19 rais 252 282 322 686 805 899 
- 20-39 rais 264 298 344 752 861 1,052 
- 40 rais or more 266 292 354 1,175 1,696 1,597 
Renters: 
- less than 5 rais 234 287 306 796 982 1,729 
- 5-19 rais 249 280 299 662 771 868 


- 20 rais or more 286 298 329 977 1,190 1,378 
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Table 5.3: Average income of poor and non-poor population by various character- 
istics (cont.) 

















Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Other farm operators 283 298 362 1,112 W277 1,884 
Entrepreneurs 312 360 383 1,589 2,362 2,899 
Professional 211 202 339 2,868 4,078 5,591 
Labourers 253 291 314 657 762 989 
Other employees 312 346 360 1,529 1,881 2,500 
Economically Inactive: 
- receiving pensions 285 308 341 1,539 1,652 2,455 
- receiving property income 318 253 289 152 2,607 33355. 
Age of head 
Under 20 255 387 316 1,415 2,071 2,511 
20-29 266 294 329 1,348 2,093 2,420 
30-39 257 294 317 1,333 1,641 2,221 
40-49 258 293 326 1,260 1,649 2,250 
50-59 268 298 338 1,294 1,638 2,101 
60-69 258 305 332 1,186 1,581 1,817 
70 and over 278 294 330 1,101 1,406 1,683 
Education of head 
No formal education 262 284 317 981 1,091 1,310 
Primary 260 298 329 1,047 1,322 1,572 
Secondary 302 295 352 2,043 2,776 3,592 
Vocational 260 320 430 2,498 3,703 4,488 
University 442 335 3,603 5,108 7,379 
Occupation of head 
Professional and technical 339 393 388 2,688 3,997 5,303 
Executives 212 4,040 6,469 9,600 
Clerical workers 356 401 509 2,611 3,391 4,564 
Sales workers 325 364 366 1,885 2,820 3,421 
Services workers 373 460 348 1,741 2,247 3,244 
Agriculturists 250 287 320 831 1,007 1,115 
Labourers 310 342 371 1,463 1,916 2,408 


Inactive 276 301 344 1,230 1,545 1,966 
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small pieces of land is less likely to get out of poverty because the land under his 
disposal is too small to yield economic benefits. To help the poor with very small 
landholding probably makes sense in this respect.'” 


On the age of heads of households, it does not appear that older heads 
are having lower average income than younger heads. However, this does not 
contradict our earlier observation that the increase in proportion of older poor may 
pose problems in the future. On average income of the poor in various occupation, 
the poor agriculturists still had the lowest average income compared with the poor 
in other occupations. What is interesting is that among the non-poor, those who 
were agriculturists also had the lowest average income among all the non-poor in 
other occupations. If one is not poor being a farmer, he (the farmer) is still likely 
to the poorest among the non-poor. 


In Section 4 above, we have already discussed the concept of income 
shortfall or income gap, that is the proportion of income of the poor needed to 
bring them up to the poverty line, and we have found that these income gaps 
generally increased for the whole kingdom from 1988 to 1992. An interesting 
question has been asked that instead of comparing the average income of the poor 
with the poverty line, why do we not compare that average income of the poor 
with average expenditure of the poor? We have looked at this question, and the 
concept of expenditure shortfall or expenditure gap is suggested and the results of 
the estimation shown in Table 5.4. 


Table 5.4 has confirmed the general trend that the remaining poor in 
Thailand face more difficult future as the country develops. This difficult future 
is manifested in the form of increasing expenditure shortfall or gap between 
the average expenditure and average income. For example, in 1988 the average 
expenditure shortfall was —61.88 baht per person per month for the poor in the 
whole kingdom. This had increased to —77.07 baht in 1990, and —80.87 baht 
in 1992. These shortfalls obviously had to be covered by either past savings, 
borrowing, grants, committed future debts, or all of these. 





2 This is in fact the spirit of the enactment of the Agricultural Land Reform law of B.E. 2518. Only 
those farmers who do not own land for their own cultivation or own only small pieces of land, too 
small for a given family size, may be given public land to use. The present government under Mr 
Chuan is currently in trouble because it has given land to the non-poor who were not qualified under 
the above conditions. 
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6. Income Inequality 
6.1 Income Share and Gini Ratios 


So far we have demonstrated that the rapid economic growth between 1988 and 
1992 has brought about drastic decline in the incidence of poverty across all regions 
and communities of the country. But what about income inequality? It would be 
ideal if a reduction in poverty also coincides with a reduction in income inequality. 
Unfortunately, this has proven not to be the case. Our latest socioeconomic 
surveys, from 1988 SES to 1992 SES, have shown that the distribution of income 
of the Thai households and population has become more unequal as the country 
develops, and as household and individual incomes increase. 


There are several measures of income inequality in current use. However, 
this study uses share of quintile income and Gini ratio as the measures of choice. 
Table 6.1 shows the income share of population by quintile group by region. To 
get these figures, sampled population in each year under study is blown up using 
the Kakwani weights.'? The income receiving units are then sorted from the lowest 
income to the highest, and this total population is divided into 5 equal groups 
(quintiles). The proportion of total income of each group to total population income 
will then show income share of this quintile group. In Table 6.1 only the income 
share of the top (richest) quintile and the bottom (poorest) quintile is reported as 
these are sufficient to reflect the salient aspect of the income distribution of the 
whole population 


From Table 6.1 it may be seen that, in 1988, the share of income of the 
top quintile to that of the bottom quintile for the whole country was about 11.77 
times. This is already quite high but still this ratio shows a rising trend overtime. 
In 1990, for example, this T/B ratio was 13.73 per cent, and in 1992, it was 
14.98 per cent. The gap between the richest group of population and the poorest 


'3 As mentioned elsewhere, the Kakwani weights have been computed from the original probability 
that a sample will be selected from a given region, location and housing block with the constraining 
condition that the total weight must be equal to the actual population size as given by the figures from 
the Ministry of Interior in its household registration records. The NSO weights fail this constraining 
condition because it has made further adjustments to the samples without checking the total number 
of population. However, the effects of using the Kakwani weights and the NSO weights on poverty 
and income inequality computations are not large. For example, the total poverty incidence for the 
whole kingdom using Kakwani weights was 17.97 in 1990 whereas the corresponding figure using 
the NSO weights was 18.60. 
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Table 6.1: Income share by quintile group and Gini ratios by region 
North Northeast Centre South Bangkok Vicinity WK 
1988 
Top Quintile 51.54 50.63 48.9 52.23 45.59 43.63 54.16 
Bottom Quintile 5.6 5.93 5.43 5.19 6.28 6.11 4.6 
Top/Bottom Ratio 9.20 8.54 9.01 10.06 7.26 7.14 11.77 
Gini Ratio 0.447 0.437 0.428 0.461 0.389 0.373 0.485 
1990 
Top Quintile 52.76 50.29 53.05 53.36 48.67 51.89 57.67 
Bottom Quintile 5.12 6.4 4.88 5.07 Sei 5.51 4.2 
Top/Bottom Ratio 10.30 7.86 10.87 10.52 8.54 9.42 13.73 
Gini Ratio 0.47 0.428 0.474 0.473 0.424 0.462 0.522 
1992 
Top Quintile 53.75 53.66 50.22 54.3 51,33 46.18 59.04 
Bottom Quintile 5.08 5.84 5.49 4.66 5.31 5.26 3.94 
Top/Bottom Ratio 10.58 9.19 9.15 11.65 9.67 8.78 14.98 
Gini Ratio 0.476 0.465 0.439 0.483 0.457 0.406 0.536 
Chart 2: Income Distribution by Quintile, 1981 to 1995e 
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group of population is increasing. The disparities within each region may fare 
a little better as the intra-regional income distribution is less than interregional 
income distribution. In 1988, for example, the highest intra-regional T/B ratio was 
in the South with the value of 10.06 which is still less than the national T/B ratio. 
The situation in 1990 and 1992 is the same, with intra-regional disparities smaller 
than national disparities. Although the regional T/B ratio is smaller, it is rising in 
most regions, just like the national ratio, the only exceptions being the T/B ratios 
for the Central and Bangkok Vicinity regions in 1992 which showed a decline from 
10.87 to 9.15 per cent, and from 9.42 to 8.78 per cent, respectively. It is possible 
that many of these top income earners in the Central region and Bangkok fringes 
had moved to Bangkok Proper where business and employment opportunities were 
much better. 


Also shown in Table 6.1 are the Gini ratios of income distribution in 1988, 
1990 and 1992.'4 For the whole kingdom, the Gini ratio rose from 0.485 in 1988 
to 0.522 in 1990 and to 0.536 in 1992. The annual rate of increase of income 
inequality is estimated at about 3.7 per cent during Period 1, and about 1.3 per cent 
in Period 2. Between 1988 and 1990, the Gini ratios for all regions increased, 
except that of the Northeast which showed a decrease from 0.437 to 0.428. This 
unusually low income inequality was made possible by the unusually high income 
share of the bottom quintile in the Northeast (6.4 per cent), the highest bottom 
quintile share among all other regions for 1990. However, between 1990 and 1992, 
the Gini ratio for the Northeast did increase from 0.428 to 0.465. Nevertheless, 
the Central Region and Bangkok Vicinity showed a decline in income inequality 
between 1990 and 1992. Consider the fast economic (and income) changes in 
these regions during the last 4—S years, it is not surprising that more people had 
caught up with one another with regard to their income and earnings, thus reducing 
income disparities. This reasoning also could be used to explain why the Gini 





'4 For those who are not familiar with Gini ratio, this is a measure of income distribution whose 
value ranges from 0 to 1. The Gini ratio with a value of 0 signifies perfect equality in income 
distribution, that is to say, everyone in the society has the same income, whereas the Gini ratio with 
the value of 1 signifies totally unequal distribution of income with one individual having all the 
income in the society. These Gini ratios are the extreme case; normally they would range between 0 
and | which the value closer to | signifying greater income inequality, and vice versa for value closer 
to 0. 
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ratios for the Centre, Bangkok and its vicinity are generally lower than the Gini 
ratios of the rest of the country.'> 


Tables 6.2 to 6.4 further show the cumulative income shares of households 
in each region and community type by decile group and their associated Gini 
ratios in 1988, 1990 and 1992. These three tables show some interesting results 
regarding the differences in the Gini ratios in different community types. For 
example, it may be noticed that the reduction of income inequality in the Northeast 
between 1988 and 1990 mentioned earlier was actually attributable mainly to an 
increase in income share of the first two deciles. Across community type in each 
region, it appears that households in villages in most regions outside Bangkok 
Metropolitan Region and the Central Region tend to have lower income inequality 
than households in municipal areas or sanitary districts. This generally has been 
true even when one looks back at the data in previous surveys. And because of the 
large disparity in income among households in different communities, when these 
households are pooled together for the whole region the disparity increases and 
the Gini ratio rises. 


'S Tt could be equally argued, however, that the Gini ratios for Greater Bangkok as reported in 
Table 5.1 understate the true situation because it is most likely that the very rich in Bangkok are 
underrepresented in the survey samples. 
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6.2 Index of Deprivation’® 


The Gini ratio or index is a useful summary measure of income inequality but 
it does not differentiate how an individual feel to be within his own group or 
between other groups. A Gini ratio is computed to reveal distribution within a 
given demographic, geographical or socioeconomic characteristic such as a given 
region, or age group, or occupation, and an individual in that group only relates 
to others in the same group, not outside it, as regards his or her income. A Gini 
ratio for a certain group such as population in the rural Northeast may be relatively 
equal because the majority of the people there are equally poor, but this Gini says 
little about how an individual in the rural Northeast relates or ‘feels’ about people 
in other regions. This is where the concept of index of deprivation has become 
useful. It shows the extent to which an individual feels ‘deprived’ relative to others 
in the society when his or her income is less than the average income of the society. 
If his or her income is just equal to the society (or national) average, then he or she 
will not feel deprived. A deprivation index estimated for this person immediately 
reveals his or her relative deprivation (or the lack of it if the income in question 
is over the national average). Because of the way it is constructed, the average of 
all deprivation indices (DEPR) will be equal to the Gini ratio. So, one more useful 
application of this deprivation index is that each index can give a decomposed 
contribution of that particular person or group of persons to the total deprivation 
(which is the Gini ratio). To do this one simply calculate the weighted mean of 
deprivation of a group (the weight being the total population) and multiply it by 
the population share of that group.” 





'© The concept and estimation of the index of deprivation is the contribution of Professor N. 
Kakwani. 

'7 Tf x is a given mean income of a group, y is the mean income of the total population, and is the 
population mean, then 


E [depr|x]= f(v—»)/ufly)dy 


and fE [depr | x] f(x) dx=G or Gini ratio 
0 
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Tables 6.5 to 6.9 give a series of indices of deprivation by various regional 
and socioeconomic characteristics. Table 6.5, for example, gives DEPR for the 
total population classified by region and community type, and the annual rate of 
change of this index. Table 6.6 gives the DEPR for the population classified by 
standard socioeconomic characteristics. Table 6.7 and 6.8 give the contribution of 
these various characteristics towards the national Gini ratios for 1988, 1990 and 
1992. Table 6.9 presents the deprivation indices of the poor and non-poor in 1988, 
1990 and 1992. 


From Table 6.5, it may be seen that, on the whole, the people in the North, 
Northeast, and the South would feel relatively deprived as their DEPRs are higher 
than the national Gini ratio. The remaining regions, that is the Centre, Bangkok 
and Bangkok Vicinity will on the whole feel better off than the rest of the country. 
However, if we separate each region into three community types as usual, we 
will see now that only the people in villages in the North, the Northeast, and the 
South were deprived, not those in urban areas of the same regions. In 1992, the 
extent of deprivation is highest in the rural Northeast (66.11 per cent), followed 
by the rural North (60.84 per cent), and the rural South (58.31 per cent). Between 
the two periods the overall Gini ratio had increased, but the rate of increase had 
fallen over Period 2 from 3.8 per cent to 1.3 per cent. This small level of increase 
had resulted in DEPRs of several communities achieving a reduction in the rate 
of increase of their deprivation, meaning that they would relatively feel better in 
Period 2 compared to Period 1. The areas where these situations occurred are most 
municipal areas and sanitary districts. 

Table 6.6 continues to display the result of estimates of DEPR by various 
socioeconomic characteristics. These are some of the more interesting findings 
about the groups that feel relatively deprived among the Thai population: 

¢ Households with four members in the family and over will feel more 

deprived. 

e Female heads of households will feel relatively better off than male 

heads. 

¢ All the land-owning farm operators and renters, and labourers, all suffered 

from relative deprivation compared to other socioeconomic groups. 


¢ Older household heads (those 60 years of age and older) were the only 
deprived groups among all other age-groups in 1992. 
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¢ As expected, those heads with only primary education or no education 
were the only deprived groups. 


e Again, if the economically inactive are not counted, only those who are 
agriculturists would be the only deprived group in the society. 


Table 6.5: Index of deprivation of Thai population by region and community type 





Annual growth rate 


























Region 1988 1990 1992 
88-90 90-92 
Whole kingdom 48.52 52.24 53.62 3.8 1.3 
North 49.93 53.26 So 3.3 39) 
Municipal areas 31.17 37.31 35.78 9.4 —2.1 
Sanitary districts 47.60 48.15 49.87 0.6 1.8 
Villages 52.23 55.65 60.84 3.2 4.6 
Northeast BI. pey 62.76 64.13 3.6 1.1 
Municipal areas 35.66 41.72 40.16 8.2 -1.9 
Sanitary districts 46.22 53.30 54.89 74 1.5 
Villages 60.72 64.63 66.11 3.2, 1.1 
Centre 45.71 49.37 49.72 39) 0.4 
Municipal areas 31.73 36.33 34.61 7.0 2.4 
Sanitary districts 40.69 46.10 42.88 6.4 —3.6 
Villages 48.67 52.13 53.28 3.5 1.1 
South 49.96 54.09 54.72 4.1 0.6 
Municipal areas 30.11 38.63 36.69 13.3 —2.5 
Sanitary districts 41.64 50.49 48.60 10.1 -1.9 
Villages 54.01 57.00 58.31 2.7 1.1 
Bangkok 23.11 27.63 27.11 0.3} —0.9 
Bangkok Vicinity 30.32 28.84 2D —2.5 1.6 
Municipal areas 28.54 25.67 24.69 =5.2 -1.9 
Sanitary districts 29.03 31.78 29.30 4.6 —4.0 
Villages 32.41 32.18 36.55 —0.4 6.6 
Whole kingdom 48.52 52.24 53.62 3.8 1.3 
Municipal areas 26.88 31.33 30.35 8.0 —1.6 
Sanitary districts 42.75 47.67 46.89 5.6 —0.8 


Villages 54.86 58.45 60.62 32 1.8 
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Table 6.6: Index of deprivation of population by various characteristics 


Annual growth rate 














1988 1990 1992 
88-90 90-92 
Gini Ratio 48.52 52.24 53.62 3.8 3) 
Household size 
1 person 22.16 28.22 28.66 12.8 0.8 
2 persons 32.89 37.06 39.94 6.2 3.8 
3 persons 41.49 46.74 48.12 6.1 1.5 
4 persons 47.31 51.23 53.89 4.1 2.6 
5 persons 50.42 53.76 56.98 3.3 3.0 
6 persons 54.27 56.38 58.92 1.9 22 
7 persons and over 58.11 60.27 59.80 1.8 —0.4 
Sex of head 
Male 49.06 52.75 54.23 3.7 1.4 
Female 45.90 49.82 50.62 4.2 0.8 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 62.64 51.84 59.41 —9.0 71 
- 2-4 rais 66.63 69.76 67.70 2.3 1.5 
- 5-9 rais 64.32 69.38 71.25 3.9 1.3 
-10-19 rais 61.73 66.00 68.12 3.4 1.6 
- 20-39 rais 56.48 61.01 65.13 3.9 3.3 
- 40 rais or more 44.26 49.46 55.97 S27 6.4 
Renters: 
- less than 5 rais 62.95 67.52 64.50 3.6 2.3 
- 5-19 rais 63.44 67.29 68.59 3.0 1.0 
- 20 rais or more 49.93 56.64 58.20 6.5 1.4 
Other farm operators 51.40 S121 55.79 BES) -1.2 
Entrepreneurs 37.99 41.98 42.87 5.1 1.1 
Professional 18.14 21.31 24.28 8.4 6.7 
Labourers 62.60 65.00 66.18 1.9 0.9 
Other employees 36.22 41.82 42.88 75 13 


Economically Inactive: 
- receiving pensions 42.58 49.01 3227 eS) 3.3 
- receiving property income 42.49 49.20 46.71 7.6 —2.6 
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Table 6.6: Index of deprivation of population by various characteristics (cont.) 





Annual growth rate 














Region 1988 1990 1992 
88-90 90-92 
Age of head 
Under 20 36.18 aoil7 41.63 -1.4 8.8 
20-29 46.04 48.46 49.32 2.6 0.9 
30-39 48.97 52.71 53.26 3.7 0.5 
40-49 49.38 52.14 52.98 2.8 0.8 
50-59 47.26 51.89 53.19 4.8 1.2 
60-69 49.23 52.73 56.02 3.5 3.1 
70 and over 51.06 56.13 58.50 4.8 2.1 
Education of head 
No formal education 54.64 60.00 62.65 4.8 22 
Primary 51.75 55.38 57.58 3.4 2.0 
Secondary 30.13 34.91 35.06 7.6 0.2 
Vocational 23.49 26.31 29.25 5.8 5.4 
University 13.28 16.60 16.73 11.8 0.4 
Occupation of head 
Professional and technical 18.51 21.97 23.41 8.9 3.2 
Executives 12.14 17.78 20.57 21.0 7.6 
Clerical workers 20.03 24.00 24.44 9.5 0.9 
Sales workers 32.24 36.41 37.86 6.3 2.0 
Services workers 31.52 36.76 35.58 8.0 -1.6 
Agriculturists 57.72 61.37 64.55 3.1 2.6 
Labourers 37:93 41.89 42.80 5.1 imi 


Inactive 48.97 52.87 54.08 3.9 1.1 
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The information shown above actually was not new; we have drawn more 
or less the same conclusions from other sets of statistics. But the concept of 
deprivation index gives us another technique of trying to measure the welfare 
of the people. Tables 6.7 and 6.8 sum up this measure of income inequality by 
showing the contributions of some geographical or socioeconomic characteristics 
upon DEPR. For example, the national Gini ratio of 53.62 (or 0.5362) would be 
contributed mostly by the Northeast (41.02 per cent), the North (20.49 per cent), 
the Centre (17.06 per cent), the South (13.67 per cent), Bangkok (4.80 per cent), 
and Bangkok Vicinity (2.94 per cent). 


Finally, Table 6.9 presents DEPRs for the poor households in comparison 
with non-poor households. It is quite obvious from this table that the poor are 
generally shown to have much higher level of deprivation than the non-poor. For 
instance, the DEPR for Northern poor is estimated at 83.16 in 1992, compared 
with only 53.48 for the non-poor in the same setting in the same year (slightly 
lower than the nationwide DEPR of 53.60 in 1992). For 1992, the highest DEPR 
belongs to the poor farm operators who owned less than 2 rais of land. 
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Table 6.9: Deprivation index of poor and non-poor population by various 

















Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Region 
North 75.08 79.17 83.16 43.38 48.10 53.48 
Northeast 77.22 80.29 82.94 48.67 55.85 58.73 
Centre 75.21 79.37 82.16 40.11 44.93 47.63 
South 76.26 79.53 84.16 42.77 48.67 50.78 
Bangkok 68.18 74.52 82.11 21.75 26.65 26.49 
Bangkok Vicinity 68.84 74.36 82.60 27.64 27.53 29.08 
Community type 
Municipal areas 67.78 73.09 78.64 24.07 29.00 29.18 
Sanitary districts 68.43 74.19 qd 32.45 38.75 40.68 
Villages 77.87 81.10 83.97 46.98 52.62 56.33 
Household size 
1 person 67.84 74.79 83.40 21.44 26.93 27,91 
2 persons 73.47 77.81 81.08 30.08 35.06 38.60 
3 persons 73.95 78.02 82.63 37.36 43.56 45.71 
4 persons 73.38 79.28 82.79 41.10 46.14 50.19 
5 persons 76.39 79.76 82.84 42.78 47.84 52.81 
6 persons 76.21 80.36 83.36 44.86 49.28 53.10 
7 persons and over 77.48 80.31 83.49 45.63 51.73 52.47 
Sex of head 
Male 76.28 79.79 83.16 41.13 46.77 49.82 
Female 75.87 79.64 82.52 38.12 43.56 46.02 
Socioeconomic class 
Farm operators: owning land: 
- less than 2 rais 80.85 81.18 85.03 49.19 45.04 53.25 
- 2-4 rais 79.40 81.29 82.94 51.29 59.29 62.16 
- 5-9 rais 77.80 81.03 84.58 54.94 60.48 63.85 
-10-19 rais 76.89 80.57 83.28 53.05 58.80 63.56 
- 20-39 rais 75.94 79.55 82.22 50.38 56.80 61.22 
- 40 rais or more 75.78 80.11 81.72 41.10 47.19 52.83 
Renters: 
- less than 5 rais 78.40 80.20 84.09 52.46 53.94 58.97 
- 5-19 rais 77.22 80.66 84.43 54.47 59.20 63.70 


- 20 rais or more 74.26 79.63 83.02 44.43 51.00 54.13 
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Table 6.9: Deprivation index of poor and non-poor population by various (cont.) 

















Poor Non-poor 
1988 1990 1992 1988 1990 1992 
Other farm operators 74.65 79.67 81.55 44.16 50.91 54.25 
Entrepreneurs 72.34 75.98 80.48 33.74 38.91 41.00 
Professional 80.80 85.88 82.34 17.59 20.79 24.01 
Labourers 76.90 80.06 83.74 53.38 59.14 61.34 
Other employees 72.35 76.78 81.51 32:75 39.08 41.30 
Economically Inactive: 
- receiving pensions T4.17 79.03 82.41 36.47 44.38 48.08 
- receiving property income 71.80 82.59 85.02 38.01 39.19 41.78 
Age of head 
Under 20 77.35 74.10 83.55 32.63 34.63 39.05 
20-29 75.82 79.97 83.00 38.46 42.44 45.04 
30-39 76.53 79.86 83.60 39.91 46.07 48.53 
40-49 76.63 79.96 83.12 41.13 46.26 48.46 
50-59 75.69 79.63 82.50 40.82 46.34 49.27 
60-69 76.50 79.17 82.84 41.92 47.29 51.67 
70 and over 74.87 79.90 82.92 42.51 49.22 53.74 
Education of head 
No formal education 76.19 80.52 83.54 45.32 52.19 57.25 
Primary 76.29 79.60 82.99 43.97 49.63 53.27 
Secondary 73.12 80.01 81.97 26.83 32.05 33.63 
Vocational 76.27 78.77 78.08 20.95 25.58 29.04 
University 62.36 77.98 13.25 16.51 16.73 
Occupation of head 
Professional and technical 69.92 313 80.07 18.03 2153 23.00 
Executives 85.15 12.14 15.75 20.57 
Clerical workers 68.80 73.48 74.75 18.83 23.63 24,29 
Sales workers 71.32 75.90 81.34 29.14 34.66 36.80 
Services workers 67.66 73.45 82.27 30.36 34.57 34.52 
Agriculturists 77.07 80.27 83.40 49.41 55.16 59.81 
Labourers 72.51 77.07 81.06 33.67 38.80 41.21 


Inactive 75.02 79.46 82.22 40.61 46.37 49.99 
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7. Growth and Redistribution Components of Poverty Reduction 


Recently, several researchers have been able to decompose the effects of economic 
growth and income distribution from changes in poverty measures.'* What this 
decomposition has done is that it shows (1) the impact of growth upon change 
in poverty when the distribution of income does not change, and (2) the effect 
of income redistribution upon change in poverty when the total income of the 
society remains unchanged. Following the new decomposition procedure using an 
axiomatic approach proposed by Kakwani, we also have been able to compute or 
decompose the growth and redistributional effects of poverty reduction in Thailand 
between 1988 and 1990, and between 1990 and 1992.!° 


Tables 7.1 to 7.7 report the results of the decomposition of growth and income 
redistributional effects of poverty changes in Thailand between 1988 and 1990, 
and between 1990 and 1992. Table 7.1 shows the overall, whole kingdom results, 
whereas Tables 7.2 to 7.7 show the results of the six regions of Thailand, namely 
the North, Northeast, Centre, South, Bangkok, and Bangkok Vicinity, respectively. 


From Table 7.1, it may be seen that, nationwide, the head-count ratio fell 
by —4.26 percentage points between 1988 and 1990, and 4.84 percentage points 





18 See especially N. Kakwani and K. Subbarao, “Rural Poverty and Its Alleviation in India”, 
Economic and Political Weekly, vol. 25, 1990, p.A2—A16; G. Datt and Martin Ravallion, “Growth 
and Redistribution Components of Changes in Poverty Measures: A Decomposition with Applications 
to Brazil and India in the 1980s”, Journal of Development Economics, vol.38, 1992, pp.275—95; 
N. Kakwani, “Growth and Income Redistribution: A Poverty Decomposition Derived Using An 
Axiomatic Approach”, School of Economics Discussion Paper, The University of New South Wales, 
March 1993. 

1° Kakwani, op. cit., 1993. Kakwani explains the change in poverty from period 1 (base year) to 
period 2 (terminal year) in terms of growth and income redistribution component as: 


6, = 0G, , L2(p))-0(, ,, L1(p) = G+, 


where 0,, is the total poverty effect, 1, and Li(p) are the mean income and the Lorenz curve in the ith 
period, respectively, and G,, is the change in poverty due to a change in mean income while holding 
th base year Lorenz curve constant, and I, is the change in poverty due to a change in Lorenz curve 
while holding the base year mean income constant. But the growth and inequality effects could be 
similarly defined by keeping the terminal year Lorenz curve and the terminal year mean income 
constant, respectively. This study uses the Kakwani’s suggested approach of finding a simple average 
of the two reference periods, thus: 


G,, = 1/2[0(, u,, L1(p))—-8(z, w,, L1(p))+ O(Z, w,, L2(p))-O(Z, u,, L2(p))] 
and 


I, = U/2[[6(, w,, L2(p))—-O(, w,, L1(p)) + O(, w,, L2(p))—-9(Z, w,, L1(p))] 
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between 1990 and 1992. In this poverty reduction during Period 1, the growth 
component accounted for —6.70 percentage points (or —157.28 per cent of the 
decline) but the redistribution component accounted for 2.44 percentage points 
of the poverty increase (figure with positive sign, or 57.28 per cent) of the rise 
in poverty incidence. The net effect would be the combination of the two effects. 
For 1988, this would mean that the pure growth effect would have reduced the 
poverty level by 6.70 percentage points instead of 4.26 per cent. And the income 
redistribution effect alone, assuming that the mean income of households remained 
unchanged between 1988 and 1990, would have increased poverty incidence by 
2.44 percentage points. 


The other poverty measures, the poverty gap index and the FGT index, 
also show similar trends of growth versus redistribution effects during the first 
period, that is to say, the growth effect helped reduce poverty whereas the income 
redistribution effect caused poverty to increase. The relative contribution of each 
of these effects is shown in the last two columns of Table 7.1. It is clear that 
the growth effect outweighs the redistribution effect, causing a net reduction in 
poverty incidence across the country. During the second period between 1990 and 
1992, however, the income redistribution had turned to help poverty alleviation, at 
least with regard to head-count ratio. It will be seen that the redistribution effect on 
poverty reduction during 1990-1992 was —0.46 or contributing about 9.50 per cent 
towards the total reduction of poverty. But the PGap index and FGT index still 
showed poverty increasing effects of income redistribution component of poverty 
change (although the magnitude of this poverty increasing effect is small). 


One of the most obvious conclusions from the above results is that the 
redistribution effect has become more conducive to reducing poverty incidence 
as time passes. Although the sign of the redistribution component in poverty 
reduction during Period 2 between 1990 and 1992 is still positive, meaning that 
it still caused the poverty to get worse, the size of this effect has become much 
smaller compared to Period 1. In other words, the trickle-down effect seems to 
work in Thailand where the beneficial growth effect has eventually led to beneficial 
redistribution effect later. The HCR has already shown poverty-reducing effect of 
income redistribution between 1990 and 1992. If this has gone on long enough, the 
income redistribution effect on the FGT index will have become poverty-reducing 
as well, at least that appears to be the trend of the movement of this income 
redistribution effect. 
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Table 7.1: Growth and redistribution components of poverty reduction, Whole 
Kingdom 1988-90 and 1990-92 
































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom 4.26 —6.70 2.44 —100.00 —157.28 57.28 
Municipal areas -1.12 3.35 2.23 —100.00 —298.66 198.66 
Sanitary districts 3.44 -5.61 2.17 —100.00 —163.08 63.08 
Villages —5.04 -7.73 2.69 —100.00 —153.27 53.27 
Poverty Gap Index 
Whole Kingdom -1.73 2.44 0.71 —100.00 —141.04 41.04 
Municipal areas 0.23 0.97 0.74 —100.00 421.74 321.74 
Sanitary districts —0.24 —2.25 2.01 —100.00 937.50 837.50 
Villages 2.29 2.86 0.57 —100.00 —124.89 24.89 
FGT Index 
Whole Kingdom —0.80 -1.13 0.33 —100.00 —141.25 41.25 
Municipal areas —0.06 —0.44 0.38 —100.00 —725.00 625.00 
Sanitary districts 0.06 -1.17 1.23 —100.00 1,950.00 —2,050.00 
Villages —1.09 -1.31 0.22 —100.00 —120.18 20.18 
1990-92 
Head-Count Ratio 
Whole Kingdom 4.84 4.38 0.46 —100.00 —90.50 —9.50 
Municipal areas —2.93 2.75 0.19 —100.00 —93.69 6.31 
Sanitary districts —8.43 -10.07 1.64 —100.00 —119.40 19.40 
Villages 4.98 4.10 0.88 —100.00 —82.23 -17.77 
Poverty Gap Index 
Whole Kingdom -1.33 -1.36 0.02 —100.00 —101.88 1.88 
Municipal areas —0.78 —0.76 —0.02 —100.00 ~97.44 2.56 
Sanitary districts 3.24 4.15 0.91 —100.00 —128.09 28.09 
Villages -1.24 -1.15 -0.10 —100.00 92.34 —7.66 
FGT Index 
Whole Kingdom —0.56 -0.61 0.05 —100.00 —108.93 8.93 
Municipal areas —0.33 —0.34 0.00 —100.00 —101.52 1,52 
Sanitary districts -1.49 —2.13 0.64 —100.00 —142.95 42.95 
Villages -0.51 —0.49 0.02 —100.00 —96.08 —3.92 
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By closely examining the growth versus redistribution effects on poverty 
reduction by region in Tables 7.2 to 7.7, it is interesting to find that the growth 
and redistribution effects on poverty reduction in the Northeast are different from 
the rest of the country, that is to say, the redistribution effect during Period 1 was 
mainly poverty-reducing while that during Period 2 was mainly poverty-increasing. 
This phenomenon of course contradicted the trends observed in the North, the 
Centre and the South where the opposite was true. It seems that the growth effect 
was relatively smaller in the Northeast compared to other regions in Period 1, 
and the income distribution effect was actually poverty-reducing during this 
period. What could be the reasons for this? One of the reasons could be that the 
people in the Northeast were slow to receive the benefit of economic growth. Or, 
perhaps more likely, the benefit of economic growth took longer time to reach the 
people in the Northeast. So during Period | the growth effect on poverty reduction 
was small (relative to other regions), and the redistribution effect was actually 
poverty-reducing. During Period 2, the growth effect began to exert itself and 
overwhelm the redistribution effect which had then become poverty-increasing. 
The Northeast is the only region that exhibits this unique pattern of relative effect 
of growth versus income redistribution in poverty reduction. If this analysis is 
correct, then this is another example how the Northeast has received the short end 
of policy outcome. 


The situation in Bangkok and its vicinity must be interpreted with caution 
mainly because the size of the sample poor from the three surveys (SES88 to 
SES92) is very small. For example, the actual number of poor households in the 
sample in Bangkok in SES92 was only 22, whereas that in Bangkok Vicinity 
was only 6. These small numbers of sampled cases, even when blown up with 
population weight, still exhibit irregular and unstable patterns 


To conclude, the recent change in the Thai economy has helped reduce 
poverty incidence across all regions. The growth component of this change was 
shown to be the major factor explaining poverty reduction, with the redistribution 
component working in the opposite direction, that is causing poverty incidence 
to increase although this latter effect had weakened during the second period 
(1990-1992) compared to the first period (1988-1990), and showed a tendency 
to become a poverty-reducing factor later. Whether this conjecture is true must be 
confirmed by the result of the new socioeconomic survey in 1994 which should 
be available soon. 
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Table 7.2: Growth and redistribution components of poverty reduction, Northern 
Region 1988—90 and 1990-92 



































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom —4.05 -6.75 2.70 —100.00 —166.67 66.67 
Municipal areas —0.69 4.89 4.20 —100.00 —707.97 607.97 
Sanitary districts —12.74 14.25 1.51 —100.00 —111.85 11.85 
Villages -3.23 5.94 271 —100.00 —183.75 83.75 
Poverty Gap Index 
Whole Kingdom -1.50 2.48 0.98 —100.00 —165.00 65.00 
Municipal areas —0.60 —1.65 1.05 —100.00 —275.00 175.00 
Sanitary districts —4.05 -5.73 1.68 —100.00 —141.48 41.48 
Villages -1.25 —2.12 0.87 —100.00 169.60 69.60 
FGT Index 
Whole Kingdom —0.62 -1.14 0.52 —100.00 —183.06 83.06 
Municipal areas —0.26 —0.70 0.44 —100.00 —267.31 167.31 
Sanitary districts -1.59 —2.84 1.25 —100.00 —178.62 78.62 
Villages -0.53 —0.96 0.43 —100.00 —180.19 80.19 
1990-92 
Head-Count Ratio 
Whole Kingdom -3.01 —0.56 2.45 —100.00 —18.60 —81.40 
Municipal areas 6.86 -3.53 3.34 —100.00 —51.38 48.62 
Sanitary districts 6.69 9.22 2.53 —100.00 —137.74 37.74 
Villages 2.11 0.93 -3.04 —100.00 43.84 —143.84 
Poverty Gap Index 
Whole Kingdom 0.52 —0.14 0.39 —100.00 —25.96 —-74.04 
Municipal areas —1.22 —0.76 0.47 —100.00 —61.89 38.11 
Sanitary districts 2.34 -3.25 0.91 —100.00 —138.89 38.89 
Villages —0.20 0.36 0.56 —100.00 177.50 —277.50 
FGT Index 
Whole Kingdom -0.13 —0.08 —0.05 —100.00 —57.69 42.31 
Municipal areas 0.47 —0.30 —0.18 —100.00 62.77 37.23 
Sanitary districts -1.05 -1.61 0.56 —100.00 —153.33 53.33 
Villages 0.03 0.16 0.13 —100.00 —516.67 416.67 
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Table 7.3: Growth and redistribution components of poverty reduction, North- 
eastern Region, 1988—90 and 1990-92 



































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom 6.24 4.73 -1.52 —100.00 —75.72 24.28 
Municipal areas 0.31 3.63 3.94 —100.00 1,170.97 —1,270.97 
Sanitary districts —3.06 —0.70 2.37 —100.00 —22.71 -77.29 
Villages —6.85 5.13 -1.73 —100.00 —74.82 25.18 
Poverty Gap Index 
Whole Kingdom -3.07 -1.67 -141 —100.00 54.23 45.77 
Municipal areas 1.39 —1.28 2.67 —100.00 91.73 —191.73 
Sanitary districts —0.23 —0.22 -0.01 —100.00 —95.65 4.35 
Villages 3.54 -1.81 -1.74 —100.00 —50.99 49.01 
FGT Index 
Whole Kingdom -1.52 -0.79 -0.73 —100.00 51.97 48.03 
Municipal areas 1.07 —0.69 1.76 —100.00 64.02 —164.02 
Sanitary districts —0.05 —0.12 0.07 —100.00 240.00 140.00 
Villages -1.79 —0.86 0.94 —100.00 47.77 52.23 
1990-92 
Head-Count Ratio 
Whole Kingdom 5.96 —9.67 3.71 —100.00 —162.25 62.25 
Municipal areas -7.60 -10.81 3.21 —100.00 —142.24 42.24 
Sanitary districts 3.88 5.58 1.70 —100.00 —143.81 43.81 
Villages —6.05 —9.96 391 —100.00 —164.63 64.63 
Poverty Gap Index 
Whole Kingdom -1.89 -3.23 1.34 —100.00 —170.90 70.90 
Municipal areas -3.79 4.01 0.22 —100.00 —105.80 5.80 
Sanitary districts 2.37 -3.52 113 —100.00 —148.52 48.52 
Villages -1.75 3.17 1.42 —100.00 —180.86 80.86 
FGT Index 
Whole Kingdom —0.89 -1.41 0.52 —100.00 —157.87 57.87 
Municipal areas —2.20 —1.96 0.25 —100.00 —88.86 —11.14 
Sanitary districts -1.23 -1.90 0.67 —100.00 —154.47 54.47 
Villages —0.78 -1.33 0.55 —100.00 -170.51 70.51 
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Table 7.4: Growth and redistribution components of poverty reduction, Central 
Region 1988-90 and 1990-92 



































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom —3.04 6.42 3.38 —100.00 211.02 111.02 
Municipal areas —0.79 4.11 3.32 —100.00 519.62 419.62 
Sanitary districts 0.87 5.23 6.10 —100.00 600.57 ~700.57 
Villages 4.08 —7.00 2.92. —100.00 —171.45 71.45 
Poverty Gap Index 
Whole Kingdom -0.73 2.19 1.46 —100.00 —300.00 200.00 
Municipal areas 0.27 —0.94 0.67 —100.00 346.30 246.30 
Sanitary districts 2.11 —1.84 3.95 —100.00 86.97 —186.97 
Villages -1.32 2.44 1.12 —100.00 —184.85 84.85 
FGT Index 
Whole Kingdom —0.20 -1.02 0.82 —100.00 —507.50 407.50 
Municipal areas —0.07 —0.39 0.32 —100.00 550.00 450.00 
Sanitary districts 1.26 -0.92 2.18 —100.00 72.62 -172.62 
Villages -0.51 —1.14 0.63 —100.00 223.53 123.53 
1990-92 
Head-Count Ratio 
Whole Kingdom 6.88 —2.75 -4.14 —100.00 -39.90 -60.10 
Municipal areas 5.49 3.68 -1.81 —100.00 —67.03 32.97 
Sanitary districts —13.30 —-7.82 5.49 —100.00 —58.76 41.24 
Villages —5.87 -1.57 4.30 —100.00 —26.75 73.25 
Poverty Gap Index 
Whole Kingdom 2.30 —0.85 —1.45 —100.00 —36.96 63.04 
Municipal areas -1.22 —0.70 0.53 —100.00 56.97 43.03 
Sanitary districts 5.18 -3.09 2.09 —100.00 59.65 40.35 
Villages -1.91 —0.42 1.49 —100.00 —21.99 —78.01 
FGT Index 
Whole Kingdom -1.07 -0.39 —0.69 —100.00 —35.98 64.02 
Municipal areas —0.54 0.25 —0.30 —100.00 45.37 54.63 
Sanitary districts 2.43 —1.53 -0.91 —100.00 —62.76 -37.24 
Villages 0.88 0.18 -0.71 —100.00 —19.89 -80.11 
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Table 7.5: Growth and redistribution components of poverty reduction, Southern 
Region, 1988-90 and 1990-92 



































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom —3.92 -7.19 3.27 —100.00 —183.42 83.42 
Municipal areas —0.98 1.09 —2.07 —100.00 110.71 —210.71 
Sanitary districts 5.02 1.16 3.87 —100.00 —23.01 -76.99 
Villages 5.18 —9.30 4.12 —100.00 179.44 79.44 
Poverty Gap Index 
Whole Kingdom -1.59 —2.61 1.02 —100.00 —164.15 64.15 
Municipal areas —0.34 0.27 —0.61 —100.00 77.94 —177.94 
Sanitary districts 1.89 0.44 1.46 —100.00 —23.02 -76.98 
Villages 2.10 3.36 1.26 —100.00 —159.76 59.76 
FGT Index 
Whole Kingdom -0.72 -1.15 0.43 —100.00 -159.72 59.72 
Municipal areas —0.04 0.12 -0.16 —100.00 287.50 —387.50 
Sanitary districts 1.03 0.22 0.81 —100.00 —21.36 78.64 
Villages —0.98 —1.48 0.50 —100.00 —151.02 51.02 
1990-92 
Head-Count Ratio 
Whole Kingdom -5.73 4.93 —0.80 —100.00 —86.04 —13.96 
Municipal areas 4.05 —7,32 3.27 —100.00 —180.74 80.74 
Sanitary districts —13.85 -11.65 2.20 —100.00 —84.12 15.88 
Villages 5.31 -3.95 -1.36 —100.00 —74.39 —25.61 
Poverty Gap Index 
Whole Kingdom —0.85 -1.58 0.73 —100.00 —185.29 85.29 
Municipal areas —0.26 —1.98 1.72 —100.00 —759.62 659.62 
Sanitary districts 4.23 4.47 0.24 —100.00 —105.56 5.56 
Villages —0.66 1.27 0.61 —100.00 —191.67 91.67 
FGT Index 
Whole Kingdom -0.21 -0.72 0.51 —100.00 342.86 242.86 
Municipal areas 0.09 —0.90 0.99 —100.00 994.44 1,094.44 
Sanitary districts -1.62 2.12 0.50 —100.00 —130.86 30.86 
Villages 0.14 —0.57 0.43 —100.00 407.14 307.14 
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Table 7.6: Growth and redistribution components of poverty reduction, Bangkok 
Region 1988-90 and 1990-92 



































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 

1988-90 
Head-Count Ratio 

Whole Kingdom 0.88 -1.72 0.84 —100.00 —194.89 94.89 

Municipal areas —0.88 -1.72 0.84 —100.00 —194.89 94.89 
Poverty Gap Index 

Whole Kingdom -0.15 —0.36 0.21 —100.00 240.00 140.00 

Municipal areas -0.15 —0.36 0.21 —100.00 240.00 140.00 
FGT Index 

Whole Kingdom —0.06 -0.15 0.09 —100.00 250.00 150.00 

Municipal areas —0.06 0.15 0.09 —100.00 —250.00 150.00 
1990-92 
Head-Count Ratio 

Whole Kingdom -0.92 —1.43 0.51 —100.00 —154.89 54.89 

Municipal areas -0.92 —1.43 0.51 —100.00 —154.89 54.89 
Poverty Gap Index 

Whole Kingdom —0.20 —0.38 0.18 —100.00 —187.50 87.50 

Municipal areas —0.20 0.38 0.18 —100.00 —187.50 87.50 
FGT Index 

Whole Kingdom —0.03 -0.19 0.16 —100.00 —616.67 516.67 

Municipal areas —0.03 -0.19 0.16 —100.00 —616.67 516.67 
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Table 7.7: Growth and redistribution components of poverty reduction, Bangkok 
Vicinity Region, 1988-90 and 1990-92 
































% Contribution 
Total Growth _ Redistribution Total Growth Redistribution 
Effects Effects Effects Effects Effects Effects 
1988-90 
Head-Count Ratio 
Whole Kingdom -3.69 -4.75 1.06 —100.00 —128.59 28.59 
Municipal areas 5.33 -7.12 1.79 —100.00 —133.58 33.58 
Sanitary districts 5.26 4.04 -1.22 —100.00 —76.81 23.19 
Villages -1.75 —2.15 0.40 —100.00 —122.86 22.86 
Poverty Gap Index 
Whole Kingdom -0.75 —1.32 0.57 —100.00 -175.33 75.33 
Municipal areas -1.88 2.39 0.51 —100.00 —127.13 27.13 
Sanitary districts -0.99 —0.76 —0.24 —100.00 —76.26 23.74 
Villages 0.19 —0.40 0.59 —100.00 210.53 —310.53 
FGT Index 
Whole Kingdom -0.35 —0.64 0.29 —100.00 —182.86 82.86 
Municipal areas 0.94 -1.19 0.25 —100.00 —126.06 26.06 
Sanitary districts -0.55 —0.35 -0.21 —100.00 —62.73 37.27 
Villages 0.19 -0.17 0.36 —100.00 86.84 —186.84 
1990-92 
Head-Count Ratio 
Whole Kingdom -1.56 —0.67 —0.89 —100.00 42.95 57.05 
Municipal areas —2.33 —0.00 2.33 —100.00 0.21 99.79 
Sanitary districts —2.60 -3.75 1.15 —100.00 —144.23 44.23 
Villages 0.04 0.00 0.04 —100.00 0.00 —100.00 
Poverty Gap Index 
Whole Kingdom 0.34 -0.27 —0.08 —100.00 -77.94 22.06 
Municipal areas —0.92 -0.11 —0.82 —100.00 -11.41 —88.59 
Sanitary districts —0.08 —1.13 1.05 —100.00 —1,412.50 1,312.50 
Villages 0.34 —0.02 0.36 —100.00 5.88 —105.88 
FGT Index 
Whole Kingdom —0.08 -0.11 0.03 —100.00 —137.50 37.50 
Municipal areas 0.39 —0.05 0.35 —100.00 11.54 —88.46 
Sanitary districts 0.12 —0.46 0.58 —100.00 386.67 486.67 
Villages 0.23 —0.02 0.25 —100.00 8.70 —108.70 
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8. A New Poverty Line for Thailand 


For the last 20 years almost all poverty studies in Thailand have used the poverty 
line (or lines) conceived and constructed by the World Bank in 1980 using the 
information and data on nutritional requirements, population structure, household 
consumption patterns of the Thai population that pertained to the situations in 
the early 1970s. The poverty line thus constructed has been used in later years 
simply by adjusting it with an appropriate price index. These price adjustments 
would have been a perfectly acceptable way of updating estimates of poverty 
income if one would assume that there were no change in the population structure, 
patterns of household or individual consumption of food and non-food items, and 
the minimum nutritional requirements for a typical Thai person between the early 
1970s and the late 1980s. But these were not to be the case, so the need to construct 
a new poverty line becomes more urgent. 


There are several questions concerning the construction of this new poverty 
line. Should it be a poverty line for individuals or households? Should we have 
separate lines for different regions, or different community type, or different age 
groups? Or should we have just one poverty line for the whole country? These 
conceptual questions can be debated at some length, but we shall forego of that 
due to time and resource constraints. Suffice it to say that after considering several 
contributing factors, we have decided that there will be only one poverty line 
for the whole country, and that poverty will reflect the minimum expenses that a 
representative or typical Thai person is expected to spend in order to get sufficient 
daily food and other basic non-food items. This is a major departure from previous 
practices of having two poverty lines, one for urban population or households, and 
the other for rural population or households. Major arguments for this include, for 
example, the simplicity that a one-poverty line will bring to overall poverty study, 
as well as the simplicity and non-biasness in selecting which poverty line for what 
group of population, in what area, and so on. Moreover, it is argued that there is 
little justification in assigning higher income to urban population simply because 
they have the habit of eating more protein-base food. This food habit should be 
offset by the ability for the people in urban areas to earn more income to support 
such habit and should not be considered through minimum designated poverty 
income. 
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There are four steps involved in our estimation of a new poverty line. They 
are (a) the establishment of a new Recommended Dietary Allowance (RDA) for 
the Thai people; (b) the survey of patterns of household food consumption; (c) the 
estimate of minimum non-food consumption, and (4) the adding up process. These 
steps will be discussed in turn. 


(a) Establishment of a New Recommended Dietary Allowance (RDA) 


After the first success at setting up Thailand Recommended (Daily) Dietary 
Allowance in 1970 (the 1970 RDA), the Ministry of Public Health which was 
charged with the responsibility to prepare such a list did not attempt to do it again 
until 1987. A committee for the Establishment of RDA for the Thai population 
consisting of scientists and experts on nutrition was set up during that year for 
such task. It was able to make use of the National Survey of Food and Nutrition 
Status of Thailand in 1986 conducted by the Ministry of Health itself as the most 
up-to-date actual food consumption patterns as a guideline for establishing the 
necessary RDA. The Committee also consulted similar studies in other countries 
such as RDA by the US Food and Drug Administration, and RDA by the joint 
FAO/WHO/UNU committee for developing countries. The work was completed 
at the end of 1988, and the result was published in 1989 (see Ministry of Public 
Health, 1989). 


Overall, there are three measures of adequate nutrition that a person needs 
from his food. The first measure is the energy expressed in terms of calories that 
the body needs to maintain the functioning of all the organs in the body at work 
as well as at rest. The second is the protein which is important nutrient for the 
construction of cells and tissues. This is usually expressed in grams per day. And 
the third are various units of vitamins and minerals. For the purpose of the poverty 
income estimation based on nutritional adequacy, only the energy measures will 
be needed.” These recommended energy allowances for healthy Thais classified 
by sex and age are presented in Table 8.1. 





20 This point was also made by Greer and Thorbecke (1986), who said that nutritionists had found 
that with only a few exceptions, individuals eating sufficient calories automatically meet their protein 
needs. Similarly, many vitamins and mineral deficiencies would be eliminated with no modifications 
of typical dietary patterns if sufficient calories were consumed. 
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Table 8.1: Recommended energy allowances for healthy Thais, 1989 

















since ea ta). (en) tKealdy) 

Children 1-3 12 84 1,200 
4-6 16 106 1,450 

7-9 22 121 1,600 

Boys 10-12 29 135 1,850 
13-15 42 154 2,300 

16-19 54 166 2,400 

Girls 10-12 31 138 1,700 
13-15 44 152 2,000 

16-19 48 155 1,850 

Men 20-29 58 166 2,800 
30-39 58 166 2,750 

40-49 58 166 2,750 

50-59 58 166 2,750 

60+ 58 166 2,250 

Women 20-29 50 155 2,000 
30-39 50 155 2,000 

40-49 50 155 2,000 

50-59 50 155 2,000 

60+ 50 155 1,850 





Source: The Committe on Recommended Daily Dietary Allowances Dept. of Health, 
Mimistry of Public Health, 1989. 


From Table 8.1, it may be seen that the energy requirements vary with age 
and sex, the highest being those of men aged between 20-29, and the lowest, 
children below 1 (not shown). By applying the population weights by age groups 
as shown in Table 8.2, the minimum caloric intake for a typical or standard 
Thai can be obtained. This number is 2034 calories per day for an average Thai. 
Compared with the corresponding figure in 1976 which was 1978 calories per 
day, the new minimum caloric intake represents an increase in the standard of 
nutritional requirement by about 2.8 percent. 
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Table 8.2: Structure of Thai population by age group,1986 








Age group Male Female 
0-4 6.00 6.18 
5-9 5.89 6.05 

10-14 5.77 5.99 
15-19 5.67 5.90 
20-24 5.09 3.29 
25-29 4.38 4.42 
30-34 3.67 3.65 
35-39 2.84 2.85 
40-44 2.25 2.26 
45-49 2.05 1.97 
50.54 1.79 1.66 
55-59 1.43 1.33 
60-64 1.07 0.99 
65-69 0.79 0.69 
70-74 0.57 0.47 
Tod 0.65 0.43 
49.91 50.09 





Source: UN Demographic Statistics, 1988. 


(b) Survey of Household Consumption Patterns 


A Small sample survey of food consumption patterns in 1986 gave rise to average 
amounts of various categories and types of food that an average person in various 
settings (urban vs. rural areas, for example) had consumed in a day. The results are 
shown in the second and third columns of Table 8.3 for urban and rural population 
Since we do not know whether these typical food items would satisfy the minimum 
caloric requirements for a typical Thai, we need to convert these food items into 
caloric measures by multiplying each food item with the average calories per unit 
of that food. The calories per gram of each food item are shown in column | of 
Table 8.3. 

Once this stage of computation is completed, we would add up all the 


calories from all food items. The result would be the actual caloric intake that a 
typical person had consumed in a day. These caloric intakes were 2038 and 1958, 
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respectively, for urban and rural population. Since the caloric intake for urban 
residents was very close to the required intake of 2034 calories per person per 
day, we decided not to make any further adjustment to it but simply convert the 
original figures of grams per day into kilograms per year. As for the rural residents, 
we adjusted the actual food compositions upward by the percentage shortfall of 
the actual caloric intake (in this case about 3.86 percent), and then converted these 
adjusted figures into kilograms per year. These amounts of food that a person 
in urban and rural area in Thailand needs to consume to maintain a minimum 
nutritionally adequate standard are presented in columns 4 and 5 in Table 8.3. 


A brief comparison with the living conditions of the Thai households in 
1976 as shown in the World Bank study (World Bank, 1980, p.48) reveals that, 
indeed, there is a shift or change in patterns of consumption over these ten years. 
For example, the milled rice consumption of a rural resident was 151.1 kg per year 
in 1976, whereas in 1986 the corresponding figure was only 121.7 kg per year. 
However, this reduction in milled rice consumption in 1986 was made up by an 
increased consumption of rice noodles. The consumption of meat, meat products, 
eggs, and vegetables also had become more varied. The change was even more 
pronounced for urban residents in 1986: the rice consumption was substantially 
reduced; the consumption of meat, eggs and milk was up drastically. This is a clear 
indication that economic development has brought about an improvement (i.e. 
more protein-based food, and wider varieties) in food consumption of the people. 


From the list of the minimum quantities of food that will satisfy the 
nutritional (energy) adequacy of a typical Thai person as shown in columns 4 
and 5 of Table 8.3, if we multiply these food quantities with corresponding food 
prices, what result would be the minimum expenditure needed to purchase the 
said amounts of food. The average prices of these food items which are available 
from the Department of Business Economics, Ministry of Commerce are shown 
in column 6 of Table 8.3, and the minimum expenditure for food consumption 
for an average person in urban and rural areas are shown in columns 7 and 8 
in Table 8.3a, respectively. The total expenditures for all food items amount to 
5,319.60 baht per capita per year for urban population, and 4,082.95 baht per 
capita per year for rural population. The computation into urban minimum income 
and rural minimum income is simply to provide estimates for those who still want 
to have two poverty lines for the analysis, otherwise only the lower, rural poverty 
line will be for the national poverty line. 
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(c) Estimate of Non-Food Expenditure 


This step of computation concerns the estimate of minimum non-food expenditure 
that a person requires in addition to his or her minimum food consumption. This 
study used the actual proportions of food to total expenditures of households in 
the bottom quintile in each region and area from the 1988 SES. These proportions 
are shown in Table 8.4. Once these proportions are known, the minimum non-food 
components can be easily computed. 


However, this estimation technique does raise a question about the 
appropriateness of specifying the food/non-food consumption patterns of the 
lowest quintile households as a benchmark for poverty line calculation. That 
question is why could we not use the lowest or minimum non-food expenditure 
that really reflects the subsistence living of a typical Thai, the same way minimum 
food expenditure is calculated? The answer is that there is no previous research 
on how much such subsistence non-food expenditure is or should be. Hence the 
selection of the actual non-food to total expenditure of the poorest quintile of 
population. This technique is also comparable to what the World Bank did in its 
1976 Study. 


Table 8.4: Ratios of food in total household expenditures of the lowest quintile by 
regions and community types 








N NE Cc S) BKK WK 
Municipalities and 53.48 53.56 52.09 58.01 49.30 51.24 
Sanitary Districts 
Villages 59.98 59.73 56.94 63.17 — 59.45 





Source: NSO, Socioecononic Survey, 1988. 
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(d) The Adding-Up Process: A New Poverty Line 


When the estimates of minimum food and non-food expenditures are known, the 
final step of poverty line calculation is by adding them up.”! Indeed there are not 
one but seven poverty lines, that is to say five for each region, North, Northeast, 
Center, South, and Bangkok, and two for urban and rural areas. These are shown 
in Table 8.5. But for this part of the study only the lowest new poverty line will be 
selected and used for the whole country.” 


From Table 8.5 it may be seen that, even the lowest new poverty line is 
chosen, it is still much higher than the price-adjusted poverty lines based on the 
original 1976 World Bank Study. For example, the price-adjusted poverty lines for 
1988 are 6,203 baht and 4,076 baht, respectively, for urban and rural population. 
But our new, single-line estimate is approximately 6,868 baht per person per year 
for the same corresponding population. 


These increases which range between 65-66 percent can be explained by 
new nutritional standards, population structures, consumption patterns, and of 
course, new prices. Although it may appear at first that this new poverty line is 
somewhat too high, a reference to the recent studies by the World Bank as presented 
in the 1990 World Development Report (WDR) shows that they are not high at all. 
Indeed, it is quite striking that our new poverty estimates compare very well with 
the standard poverty measures of the World Bank. In the 1990 WDR, it was shown 





21 Algebraically, our new poverty line, Zn, is the sum of two expenditure components, thus: 
Zn = C,(min.)+C, (QI) 


where C,(min.)= (qi.pi) is the minimum cost of food, the quantity (q) and type (i) each of which 
having a price (p) which satisfies the basic (adequate) nutritional requirements; and C,,(Q1)=a.C 
where C is the total household expenditure, and a is the proportion of non-food expenditure to total 
expenditure of the poorest quintile (Q1) obtainable from the 1988 SES. 

22 This is a departure from a normal practice where two poverty lines are used to select the urban poor 
and the rural poor. Because urban poverty and rural poverty are assessed separately, the composite 
poverty line figures for the five regions were not actually used to select or classify the poor from the 
total population in each region. In this study up to now the urban poverty line was used to select the 
poor in the urban areas (that is municipal areas and sanitary districts) in all regions, and the rural 
poverty line was used to select the poor in the rural areas (that is villages) in all regions. The number 
of regional (and national) poor are computed from adding up the numbers of the poor in these two 
areas. This has created a confusing situation where a person who is classified as poor in a regional 
setting because he or she lives in an urban area is not poor in a rural setting. The use of a single 
poverty line will correct this confusion, and the poor will be judged poor in all settings. 
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that the lower poverty line used was US$275 per person per year, whereas the 
upper poverty line used was US$370 per person per year. Our new, lowest poverty 
line, when converted into US dollars (about US$264) is still lower than the lower 
limit of the World Bank poverty standard (used mainly for the situations in India). 
In all, this new poverty line should be considered quite reasonable. 


Table 8.5: Poverty lines for Thai population, by region and community type, 1988. 
(baht per person per year) 





Food Expenditure Non-Food Expenditure Total Expenditure 








Region 
North 4,271.07 3,014.96 7,286.03 
Northeast 4,530.25 3,162.48 7,692.73 
Center 5,152.19 4,089.41 9,241.60 
South 4,691.12 2,877.64 7,558.76 
Bangkok 5,152.19 5,298.50 10,450.69 
Area 
Urban 5,319.60 5,062.13 10,381.73 
Rural 4,082.95 2,784.92 6,867.87 





Source: See Text. 


Chart 3: Poverty Incidence based on Old and New Poverty Lines 





Per cent 





204°" 
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Once this new poverty line is known we can compute poverty incidence 
easily. This is done in Table 8.6. From this table, it may be seen that the overall, 
nation-wide HCR for 1992 has increased from 13.13 per cent to 32.69 per cent or 
slightly less than one-third of the total population. In terms of population under 
poverty under this new poverty line, the number of poor will have increased from 
7.6 million to about 19 million. Is this too high to be acceptable? The decision 
to accept or reject this level of poverty hinges upon the calculation of the new 
poverty line. Under the old nutritional adequacy approach, one has little choice but 
to use the official recommended daily dietary allowance as a benchmark for food 
poverty line. One could also argue that the resulting overall poverty line could be 
too high if the non-food component is too high. But this study used the actual food 
to non-food ratio in the budget of the poorest quintile in the 1988 SES which was 
quite reasonable at 60:40 (that is food expenditure constituted 60 per cent of the 
poor budget while the remaining 40 per cent was for non-food items). Moreover, 
using the lowest new poverty line (the one for rural population) is already having 
the effect of reducing the poverty level in urban areas because previously a higher 
urban poverty line was used here. In other words, if urban poverty line is also used, 
the number of the poor would have increased even more. Until we have stronger 
arguments against this new poverty line, we will be using this new line as the 
reference line for the time being. 


Under the new poverty line the poverty in the North, the Northeast and 
the South is accentuated. The Northeast now had more than half its population 
(56.11 per cent) under poverty in 1992. There is little change in the Greater Bangkok 
areas: the incidence of poverty there is still low under new poverty line. The new 
poverty situation has become much more a rural phenomenon. The FGT index 
under the new poverty line shows an increase from 1.38 under the old poverty line 
to 5.06. The trends in other regions were similar to the HCRs. The rate of increase 
of the FGT is of course much higher than the rate of increase in HCR because the 
greater income shortfalls of the poor would raise this index even more. 
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Table 8.6: Incidence of poverty based on new poverty line, 1992 























HCR HCR FGT FGT 
Old Line New Line Old Line New Line 

Whole kingdom 13.13 32.69 1.38 5.06 
Municipal areas 2.37 3.42 0.39 0.47 
Sanitary districts 16.76 19.45 2.28 2.85 
Villages 15.49 42.10 1.52 6.55 
North 13.60 Bano 1.52 5.40 
Municipal areas 3.43 3.32 0.41 0.55 
Sanitary districts 17.28 19.71 2.12 2.69 
Villages 14.18 41.33 1.56 6.28 
Northeast 22 il 52.64 2.08 8.41 
Municipal areas 9.59 14.48 1.02 1.33 
Sanitary districts 31.45 34.54 4.25 5.34 
Villages 22.20 56.11 1.96 9.03 
Centre 6.04 WG) 7/2 0.62 2.30 
Municipal areas 0.99 1.46 0.23 0.26 
Sanitary districts 8.83 11.41 1.24 1.52 
Villages 6.21 24.04 0.55 2.76 
South 11.82 28.49 1.60 4.93 
Municipal areas 5.54 7.18 0.96 1.17 
Sanitary districts 14.66 18.92 2:39 2.83 
Villages 12.64 32.93 1.65 S275 
Bangkok 1.12 1.67 0.31 0.35 
Bangkok Vicinity 2S) 2.90 0.24 0.46 
Municipal areas 0.07 0.71 0.00 0.01 
Sanitary districts 1.76 2.73 0.40 0.47 


Villages 1.69 5.87 0.47 1.04 
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9. Policy Issues and Implications 


In light of the above findings, several policy issues have emerged. This section 
discusses some of these more pertinent policy issues that, once the related policies 
are conceived and implemented, may lead to alleviation and reduction of poverty 
and income inequality. 


The policy issues could be separated into four major areas: (1) overall 
macroeconomic policy; (2) sectoral policy; (3) institutional development policy; 
and (4) specific, target-group oriented policy. 


9.1. Overall macroeconomic policy 


Even before a more detailed decomposition of the incidence of poverty and income 
inequality into growth and redistribution components is attempted, it is clear 
from the study so far that the decline in poverty incidence in Thailand could be 
attributable, in a large part, to the overall growth and expansion of the economy. 
A further analysis has revealed that this growth and expansion was made possible 
by a free and open trading policy emphasising export promotion, and domestic 
economic stimuli through direct foreign investment and revenue from foreign 
tourism. 


Apart from a few policy packages that encourage and facilitate Thai exports 
to overseas markets, Thai trade policy is free from direct state interventions and 
price distortions. The private sector is allowed to exercise its own economic 
initiatives and make its own economic decisions within the environment of free 
competition, while the central authorities have maintained their closed watch 
on the stability of the economic system, and enforced a fair and non-punitive 
fiscal system. This policy stance is like to continue in the future, thus enabling 
the private sector in Thailand to continue to play a leading role in pushing the 
economy forward. The spread effect emanating from the externally oriented 
activities (export growth, foreign direct investment and tourism) will continue to 
be felt by all segments of the economy though with different intensity and time 
lag. 

There remain several economic activities that generate distortions and the 
resulting inefficiency and redistributive impacts in the economy such as in heavy 
industries particularly in iron and steel, and petrochemical products, and in financial 
activities such as preferential treatments in the capital market and property tax 
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system. These activities adversely affect the distribution of income of the overall 
population and need to be adjusted if a really free and fair macroeconomic policy 
is to be maintained. 


9.2 Sectoral policy 


Although the overall macroeconomic policy of Thailand at present and in the future 
is likely to follow its usual free and open competition path, this does not mean that 
the government will not attempt to draw up a sectoral policy that will help guide 
the economy in a certain direction. Within the next few years, the government 
will still be heavily engaged in infrastructure spending, which should further 
stimulate private investment in the same areas. These construction activities have 
direct bearings upon the employment of unskilled labour from the countryside, and 
with the prospects of the continuing expansion of these activities, the rural-urban 
migration will continue and urban employment of these rural population will 
provide sources of additional income that helps augment their usual farm sources. 
In terms of poverty incidence, the downward trend is expected, as conjectured 
in this report, and the share of off-farm income to the total income of the rural 
population will continue to increase. 


That leaves the proper agricultural policy in some kind of a void. The 
importance of traditional agriculture, that is extensive production of food and cash 
crops such as rice, cassava and maize for domestic consumption as well as for export, 
will continue to fall as the country becomes more industrialised. The increase in 
yield through irrigation does not look feasible due to the difficulty and limitation 
of further irrigation in the existing land areas, the use of more fertilizer is limited 
by its high price, and the (long-termed) prospects of improved world commodity 
prices appear dim. Factors concerning farmers themselves have changed also. The 
proportions of small and landless owners have increased, and increasing number 
of these farmers have become farm or non-farm labourers. Unless the return to 
agricultural activities has shown some sign of improvement, the poverty in the 
agricultural sector will prevail. The future direction in agricultural policy appears 
to be the promotion of new types of crops with high value-added such as tree 
crops, vegetables and flowers, agricultural produce as an input for agricultural 
processing, and a more meaningful research and development for agriculture, a 
more varied agricultural credit policy, and a policy to revive Thai agriculture (see 
below on institutional development policy). 
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The agricultural land policy should continue to dominate the sectoral 
adjustment in the Thai economy. The agricultural land reform policy of Mr 
Chuan Leekpai’s government was responsible for its downfall because it violated 
the welfare principle by helping some of the non-poor, and the government was 
adamant in its non-admittance of the alleged guilt. However, land-use allocations 
to the poor, landless and small land owners in the future will be more cautious 
which should help these farmers to some extent, especially in the acquisition 
of necessary farm credits and the incentive to improve upon agricultural yields 
and other land and agricultural improvements. But until the ‘real’ land reform 
is attempted, that is the limit to the size of non-productive land ownership and 
state-enforced land redistribution, rural poverty and its association with landless 
and small land holding is unlikely to be effectively solved. 


At present Thai agriculture is relatively free of state-enforced price 
distortions, with a major exception of sugar which has received above-world-price 
minimum price support and guaranteed profit sharing between sugar millers and 
sugarcane growers. This policy has benefited both sugar millers and sugarcane 
growers at the expense of consumers and distorts allocation of resources away 
from other agricultural activities. It is difficult to criticise this policy against other 
non-agricultural policies because at least agriculturists have benefited from it. But 
between sugarcane growers and other upland crop growers, it must be admitted 
that, in general, the former are much better off economically than the latter. 


Industrial policy favouring manufacturing activities, especially those 
gearing for export, have continued to receive support from the government in 
the forms of investment promotion, international marketing and market access. 
But it seems that the issue of support for small and medium scale industries has 
lost its currency despite the recent establishment of the Small Industry Finance 
Organisation. The issue of small and medium scale industries is still valid in 
Thai industrialisation, and rural industrialisation which is expected to help solve 
rural development problems is still a development objective worthy of a strong 
government support. 


Rural industries aside, urban-based industries should continue to cope with 
employment problems of workers from the countryside. Housing problems and 
problems related to informal sector activities in large cities especially in Bangkok 
have direct repercussions on urban poverty and should be adequately attended 
to. Normally the new urban policy regarding urban slums calls for participatory 


THAILAND: | 223 
POVERTY ASSESSMENT UPDATE 


arrangement of the people in the slums rather than forced-clearance or upgrading. 
This is a well-accepted policy and should be pursued further, but it should also 
received regular or constant monitoring as to the appropriateness of the policy with 
regard to changing urban employment and urban conditions. 


Educational policy should play an important role in the future policy against 
poverty and income inequality. As it is clearly shown in this report, the majority 
of the poor heads of households is having only primary education. Assuming 
that higher level of educational attainment should give a person richer human 
resource to reap higher returns from his employment, providing opportunity for 
the children to spend longer years in school at the secondary level should help 
toward poverty alleviation in the future. The present policy of an additional three 
years of post-primary education is a good one, but the government must realise 
that sending children to secondary school is not costless from the parents’ point of 
view, at least for the foregone income and other direct expenses related to school 
activities. Unless the government provides universally free secondary education 
and subsidiary assistance to poor parents, compulsory secondary education may 
hurt rather help the poor. Other vocational and technical education should also be 
strengthened to give the poor some alternatives to choosing their employment. 


9.3 Institutional development policy 


In most conferences and seminars dealing with the future role of the rural sector 
or future rural policy in Thailand nowadays, one often hears a chorus of earnest 
suggestions that the rural people form their own self-sustaining community in coping 
with changes around them. These changes include not just economic changes, but 
administrative, social, and environmental changes as well. The intention for the 
formation of stronger rural community often transcends economic consideration of 
reasonable economic returns for their productive efforts into other non-economic 
considerations as well such as to preserve the environment and conserve natural 
resources. 


But as far as the policy issue related to this poverty assessment is concerned, 
we are more interested in economic aspect of how a stronger rural community 
could make any difference in terms of economic returns to work efforts of members 
of such rural communities. The suggestions from those proposing stronger rural 
community include integrated economic activities with the community, from 
quick adjustment to new cropping patterns to willingness to experiment with 
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new technology, to new techniques of resource management, to appropriate 
participation of members from the grassroots. The administrative decentralisation 
which a recent institutional change in Thailand should work toward enhancing 
the prospect of stronger rural communities which, in the end, helps alleviate rural 
poverty because more rural resources are mobilised and the returns to rural work 
efforts are greater. 


The topic concerning the community organisation is a large and complex 
one. It needs to be discussed among various groups of people other than economists. 
The opinions from these people need to be integrated and the strategies prioritised 
before the actual policy is decided and implemented. 


9.4 Target-group oriented policy 


Apart from the above general or overall policy involving sectoral and institutional 
changes, relevant policy issues also involve several specific, target-group oriented 
policy. In what follows we shall discuss some of these policy issues concerning the 
poor and to help them in Thailand. 


(a) Because poverty is rural phenomenon, rural people and population 
should receive greater attention from policy makers in Bangkok. 
The general policy of ‘distribute prosperity from the centre to the 
countryside’ adopted by the Democrat Party-led government under Mr 
Chuan Leekpai is a policy in the right direction. 


(b) That poverty is associated with large family size implies that having 
large families is more susceptible to poverty than having smaller 
families. The concept of dependency ratio defined as the proportion 
of non-earners (dependents in a family) to total family members can 
be used to depict the effect of family size on poverty, but one must 
be careful about reaching any quick conclusion. For example, across 
regions the dependency ratio of the Northeast is lower than many 
other regions which seems to contradict the fact that the Northeast has 
larger family size compared to other regions thus should have larger 
dependency ratio. However, this phenomenon could be explained away 
by the fact that because of its traditional poverty, the people in the 
Northeast must work harder than other people in other regions, thus 
giving rise to smaller dependency ratio. A preferred position could be 
that both the family size and dependency ratio are smaller. 
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(c) Gender difference explains little with respect to income difference in 
the Thai case. The much-supported Women in Development (WID) 
issue favoured by many international organisations appears less critical 
to the understanding of the poverty and income inequality situations in 
Thailand. 


(d) Poverty and agriculture are inseparable. It is sufficient (though not 
necessary) that one can become poor working as an agriculturist. These 
are our target group, plain and simple. It is urgent that we know about 
the socioeconomic makeup of this group of people, especially the 
poorest of the poor in the villages. A national survey of these people 
should bring out much needed information on their living conditions 
which could contribute to our knowledge why they are poor, and how 
we could do to help them. 


(e) Households with older heads have shown a very clear sign toward 
increasing poverty. In the past, the Thai government did have policy 
toward the aged in the Thai society, but that policy was much inadequate. 
A future policy should call for a more systematic arrangement to help 
the aged, especially those 70 years of age and older. 


(f) Other specific issues include policies toward expanding educational 
activities of the poor, their land ownership, and choice of occupations. 
Detailed analysis could be made both on the national level as well as 
on the decentralised level of greater local self-government and fiscal 
autonomy. 


10. Concluding Remarks and Agenda for Further Research 


This Report on Thailand: Poverty Assessment Update has attempted to take the 
stock of knowledge of poverty and income inequality in Thailand and bring that 
stock of knowledge up to date. It has analysed various aspects of poverty and 
income inequality in the Thai population in 1988, 1990 and 1992 using the original 
survey data provided by the National Statistical Office. Several results have been 
discussed in some retail in this report, many interesting ones included, for example, 
the findings about the drastic reduction in poverty incidence throughout the country 
from 1988 especially in the Greater Bangkok region, the unchanged pattern of 
location of poverty with the Northeast still the poorest region in Thailand, the 
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increasing plight of the older heads of poor households, the power of education in 
preventing people from falling into poverty, the benefit of a smaller size family, 
the curse of being an agriculturist, and so on. 


Strictly speaking these findings are not new or not completely unexpected. 
Many poverty and income inequality studies in the last two decades have more 
or less shown the same conclusions. This study, however, has managed to look 
into much more details of those changes, thanks to the availability of survey data 
and accessibility of modern data processing technology, programs and facilities. 
Therefore, it has been able to confirm some past understandings or beliefs with 
new techniques of investigation and new sets of evidence. In due course, the above 
findings will be debated among experts, planners and policy makers to see whether 
they are reliable and can be accepted. The outcome of this debate should influence 
the next course of action towards further alleviation of poverty and income 
inequality in Thailand. 


In the above Section 9, the report had discussed some of the policy issues 
and implications that future policies could be involved in. In order to help improve 
upon the stock of knowledge of poverty and income inequality for the purpose of 
policy determination, further research could be undertaken. There are few areas 
in which such further research could be considered, and these could be discussed 
as follows: 


(a) The poverty profile of the rural destitute 


The results of the past surveys have consistently pointed to the fact that poverty 
is a rural phenomenon where the agriculturists are the overwhelming majority of 
the poor. What these surveys have failed to investigate is that there are indeed a 
certain group of the poorest agriculturists among these rural poor who are not 
adequatel represented in the survey samples (just like the superrich in Bangkok 
are underrepresented, but of course the implication is different). These are the rural 
destitute who are first qualified to be assisted in any welfare packages of the state. 
But little is known about them. Their poverty characteristics and profiles may be 
similar to the ordinary rural poor, but there could be a unique difference such as the 
extent of land ownership, family composition, health status, employment patterns 
and so on. Details of their poverty profiles must be fully understood before any 
targeted policies aiming at helping them could be launched. 


THAILAND: | 227 
POVERTY ASSESSMENT UPDATE 


It is not so difficult to undertake the study of these rural destitute in Thailand. 
They can be identified easily by village authorities throughout the country. In fact, 
at one time, the names of these rural destitute were officially compiled by the 
Ministry of Interior, but the list has become outdated as nothing has been followed 
up or done on it. This research on the profile of the rural destitute is an important 
first step for any meaningful targeted anti-poverty programs in Thailand. 


(b) Labour market, off-farm employment and migration 


The modern development of Thailand has been accomplished without one 
important precondition, that is, to make its agricultural sector highly efficient and 
productive before moving onto the next stage of economic development. As a 
result, the rural or agricultural population were left to fend for themselves in their 
adjustments to the change in economic structure of the economy. The increase 
in industrial and manufacturing activities has not fully absorbed the labour from 
the agricultural sector, making their adjustments difficult through their own job 
search in the labour market and the necessity of migration due to failure of rural 
industrialisation in Thailand. The off-farm employment and migration have 
become one of the most important factors helping the alleviation of rural poverty 
at present. Although studies on off-farm employment and migration were quite 
widespread in the early 1980s, they have become much neglected today when 
these rural economic adjustments have been shown to be more important and 
critical to the overall poverty alleviation. 


(c) The role of state in poverty alleviation and income redistribution 


It had been alluded to earlier that the state could effect changes to poverty 
conditions through overall macroeconomic policies as well as through specific 
anti-poverty policies. But the efficacy and effectiveness of both these policies 
on poverty alleviation or reduction in income inequality are often unknown. In 
practice, there could be several government organisations or agencies undertaking 
several general or targeted policies but without sufficient coordination among one 
another. For instance, there may be more than 20 organisations within the present 
Thai bureaucracy that deal with water provision or water management that impact 
on the poor but no one knows the effectiveness of their work on poverty alleviation. 
Another example has revealed that the government has actually maintained a 
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committee to assist the poor in an office attached to the Prime Minister’s office, 
but its activities are little known, and has no relations to similar activities carried 
out by the Department of Public Welfare in the Ministry of Interior. There are 
many more cases of duplicity and ineffectiveness in formulating and implementing 
anti-poverty and/or income redistribution policies. The full knowledge of this role 
of state would be very helpful in understanding what to do next and how to do it 
well. 


One traditional area of research that has not been attempted in the last 20 
years is the study of fiscal incidence. This is a study which shows how government 
taxes and expenditures help or hinder income distribution in the country. Previous 
studies had shown that the government was neutral in the general worsening of 
income distribution in Thailand. As the worsening of income distribution has 
continued unabated, perhaps it is proper and necessary to re-examine this aspect 
of the role of state. 


There are other areas concerning the role of state in alleviating rural or 
overall poverty such as the rural job creation and public works programs. These 
programs have been very popular in the past, but today they have changed. Although 
several billions of baht are still being spent on rural development programs, they 
have not been properly evaluated unlike the annual evaluation that previous public 
works programs had adopted during the 1980s. A new research in this area could 
be useful. 


In conclusion, it could be said that there is no other time in the Thai 
economic history that the need to address the problems of poverty and income 
inequality is more urgent, and relevant, than today. There may be time in the past 
that poverty problems were more serious than today, at least in terms of the level of 
poverty incidence. As such these problems are more urgent but they were irrelevant 
because the government lacked sufficient resources to do anything. Today the 
basic situation has changed. The government nowadays is in control of the highest 
level of fiscal surplus than any other time in history. So, it can effectively change 
poverty and inequality conditions in Thailand if it so desires. It is hoped, therefore, 
that poverty alleviation and income redistribution receive a genuine interest and 
commitment from the Thai government for a change. 
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Abstract 


While Thailand is well-known for its extraordinary high average rate of economic 
growth in the last 40 years, it is also well-known for its unusually high income 
disparities among countries of the same level of development. At the depth of the 
economic crisis in 2000, the income inequality in Thailand measured by the Gini 
Coefficient stood at 0.536 before improving to 0.502, the level of pre-crisis income 
inequality. The economic development of Thailand also exhibits an unmistakable 
Kuznets-hypothesis pattern where inequality worsens as the economy grows. This 
high income inequality could be explained, in part, by unequal landownership and 
unsuccessful land reforms; by unequal returns to productive inputs in imperfect 
markets and unfair competition; by faulty labour market structures and wage 
systems; by low educational attainment of the population at the secondary level; 
by inequitable and regressive tax systems; and by political and administrative 
structures that protect the positions and interests of the relatively well-off. 
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The Thai experience offers an clear example of a trade-off between growth 
and inequity in economic development. When the State ignores inequity problems 
shown above and put its overwhelming emphasis on economic growth which 
results in high rate of growth of GDP but at the expense of increased income 
inequality, the growth-equity trade-off pattern of development is likely to happen. 
It can be shown also that had greater attention been given to equity aspect of 
development, the overall reduction on poverty would have been faster, and the 
welfare of the overall population higher. Moreover, the occurrence of crisis such 
as the one experienced in 1997 would not have taken place easily if the existing 
distribution was more equitable. The Thai case suggests that a more appropriate 
development policy must be pro-poor where the benefits accrued to the poor are 
comparative greater than those of the non-poor or the general population. 


It is a great honour for me to be invited to give this keynote address in honour of 
our beloved Late Professor Ishak Shari of IKMAS and UKM. Before I begin, I 
would like to spend a few minutes of your time to reflect upon my past association 
with Professor Ishak, and how he would react or respond to the issues of poverty 
and income inequality today. 


I had known and worked with Professor Ishak Shari since the late 1970s, 
almost 30 years ago, when we were both young economic scholars working on our 
respective countries on our poverty and income distribution issues. It seemed to 
me, then, that we were the only two economists working on this particular area of 
research: he for Malaysia, and I for Thailand. And because of this general shortage 
of scholars working on poverty and income distribution in Southeast Asia, Ishak 
Shari and I had had many opportunities to work together in several comparative 
research projects under the leadership of the late Professor Harry Oshima of the 
University of Hawaii, and Professor Mizoguchi of Hitotsubashi University. 


I still remembered our first conference together in Sapporo, Japan in 1978, 
and the research workshop organised by Professors Oshima and Mizoguchi at 
the University of Hong Kong in 1981, where Ishak and I shared a room at the 
Robert Black College, where we discussed many things well into the night, and 
had come to know each other very well. We met less often as we became busier 
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in our lives, with increased duties and responsibilities, but our paths crossed again 
in the mid-1990s, when my comparative poverty alleviation in the Asia Pacific 
project that I started with Professor Nanak Kakwani of the University of New 
South Wales in Sydney, Australia brought us to IKMAS for the first time in 1996 
to talk to Ishak to ask for his cooperation in this comparative research project. We 
got that cooperation of course, but this time we had the good fortune to work with 
another great economist, and a great friend, Professor Rogayah Mat Zin, who is 
now running IKMAS after Ishak. 


In 1998, Malaysia was the host of the APEC Summit for that year. APEC 
had again brought Ishak and I together in a different light. In addition to being 
the Director of IKMAS, Ishak was also the Director of the APEC Study Center 
of Malaysia. It so happened that I was also the Director of APEC Study Center 
of Thailand, his direct counterpart in Thailand. So, when IKMAS host the APEC 
Study Center Consortium meeting here in Bangi in August 1998, I came. I still 
remembered his kindness in personally driving me to the airport himself in his own 
car after the meeting was over. The last time that we met was in Singapore when 
we both attended the World Bank Global Development Network in June 2000. 
When I missed seeing him in the next GDN meeting in June 2001, I felt something 
was wrong. Then soon after that we heard the bad news. 


It is true that, throughout the years, we had branched out into other areas of 
interests and expertise, but for Ishak and I, poverty and income inequality always 
remain the most important areas that we talked about when we met, because these 
were the areas that helped us establish ourselves as regional researchers on poverty 
and income distribution. I am quite sure that if Shari is still with us today, he would 
have continued to work in this area. Not only that, I am quite sure that he will also 
support others to work in this area. If Ishak is still with us today, he will be pleased 
to know that I continue to work on this area of poverty and income inequality with 
Professor Rogayah, his successor. This lecture today is my humble dedication to 
the memory of my work with Ishak and his colleagues in Malaysia. 
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|. Trends in Income Distribution in Thailand 


Along with Malaysia, Thailand must be considered one of the most successful 
countries in the world in terms of their records of economic growth and development 
in the past 40 years. Since the launch of the first national economic development 
plan in 1961, Thai economy grew at the rates of 7.8, 6.7, and 7.9 per cent during the 
first three decade of its development, respectively. Beginning in 1991, the growth 
slowed somewhat from its peak growth rate of 13.3 per cent in 1988, but still 
averaged about 8.7 per cent at the end of 1995. This is where the bubble economy 
was at its most vulnerable stage, and finally burst in 1997 where the growth rate 
fell for the first time since 1961. The economic slowdown reached its lowest point 
with the negative growth rate of minus 10.5 per cent in 1998 before recovering to 
4.4 per cent in 1999 and 4.6 per cent in 2000. The change of government at the 
beginning of 2001 saw a smaller growth rate in 2001 at 1.9 per cent, but the growth 
picked up quickly to 5.3 per cent in 2002, and 6.5 per cent in 2003. 


Such growth has brought about an increase in average income across the 
board, and brought down the incidence of poverty. The overall incidence of poverty 
in Thailand which was estimated at about 57 per cent in 1962/63 was subsequently 
and continuously brought down to 11.4 per cent in 1996, a year before the crisis, 
but went up to 13 per cent in 1998, and 14.2 per cent in 2000, before returning 
to 9.8 per cent in 2002. The success in poverty reduction in Thailand has been 
unmistakable, and the increase in poverty incidence during the crisis must be 
considered a temporary exception or an aberration to the normal declining trend. 


However, the picture of income distribution in Thailand is less pleasing. 
Starting in the early 1990s, the relationship between economic growth and income 
inequality in Thailand has exhibited a distinct Kuznets-type inverted U-shaped 
pattern, that is the income distribution of the country has become more unequal 
as the country grows. The Gini coefficient of Thailand was estimated at 0.563 
in 1962/63, increasing to 0.605 in 1975/76 in the first series of Gini coefficients 
estimation in Thailand. Even when a new series of estimation was used, which 
resulted in the magnitude of the Gini coefficient becoming slightly lower (at 0.426 
in 1975/76), the increasing trend of income inequality in Thailand during the 1970s 
and 1980s was unmistakable. In fact, the income inequality kept growing until it 
had reached the highest level at 0.536 in 1992 (using the current estimation series 
which started in 1988). From 1992 onward, the Gini coefficient started to fall. 
This may look as if the Kuznets curve of Thailand has reached its peak in 1992 
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and begun to fall from this point onward. The crisis of 1997 had brought about the 
reversal of this decline in income inequality. The Gini coefficient went up to 0.525 
in the year 2000 before falling back to 0.510 in 2002.' 


Like the declining trend in poverty incidence which was disrupted briefly 
by the economic crisis, can this disruption in the fall of income inequality trend 
be construed also as a temporary exception or an aberration? No one can say for 
certain on this. It is possible that the Kuznets curve of Thailand does not have a 
single peak, but will have a series of fluctuating peaks before it will actually come 
down. Granted that this may be true, then, it is possible that we will see, or can see, 
the Gini coefficient of Thailand moving up and down around the level of 1996 and 
1998 for a few more years. 


What is more bothersome, however, is the fact that this general level of 
income inequality in such a fast growing economy like Thailand is too high. It is 
too high when we compare with the situations in other countries of the same level 
of development. It is too high when we consider the fact that the fast economic 
growth in the past has come as a result of basically market-based policy where 
the government did not intentionally distort its policy to favour the upper income 
classes, and indeed has both the policy and the money to help the less well off.? It 
is too high if we realise the fact that the current income and expenditure surveys 
are unlikely to capture the full extent of the true income of the top income classes. 
The persistence of high income inequality has created a situation, not only that it 
is ‘unlovely’, but that it may lead to some undesirable situations more easily. For 
example, it has been suggested that the crisis that started in Thailand in 1997 was 
in fact created by a handful of rich people who abused their newly gained wealth 
and income positions to engage in various unproductive or speculative economic 
activities to the detriment of the country’s future. Development economists often 





' As the economic crisis had shown its effects in 1998, it was expected that this should also have 


negative effects on the income distribution of that year. Instead, the Gini coefficient of 1998 stood 
at 0.511, lower than that of 1996. This counter-intuitive result needs a serious explanation why it 
was so. It is possible that the adjustments in income positions of the lower income groups were less 
severe in 1998 compared to the upper income groups in 1998, resulting in a relative improvement in 
income distribution (though the overall economic well-being had declined). But in 2000, the lower 
income groups had found that their income positions had worsened more drastically while the upper 
income groups had managed to get back their lost income and economic welfare much more quickly, 
resulting in greater disparities in the final distribution. Hence, a worsening Gini coefficient in 2000. 


p) 


~ This point may be challenged later. 
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look at growth with increasing inequality as low quality growth, even bad growth. 
The idea of choosing to speak on this topic on Thailand is share with you some of 
the lessons that you might want to avoid in other places. 


Il. Explaining Thailand’s High Income Inequality 


Trying to explain this high income inequality in Thailand is not easy. For one thing, 
we may not be able to see, or know, the roots cause or causes of this high income 
inequality. Even when we know many of these causes, we are not certain which 
causes are more important than the other. Or even worse, we may mistakenly 
believe that some factors may be the cause or causes, which in fact they are not. 
Therefore, even with great care, I venture to discuss the reasons for the high income 
inequality of Thailand with a sense of trepidation. So, let me try. 


I would like to group my explanations of the high income inequality in 
Thailand into four categories. The first group of explanation concerns historical and 
institutional reasons or reasoning; the second group looks at overall development 
philosophy and implementation of Thailand; the third group investigates various 
sectoral policies having various bearings and impacts on income distribution; 
and the fourth group discusses the relative lack of social protection measures in 
Thailand as a main cause. 


(a) Historical and Institutional Considerations 


The make-up of a present society can be the outcome of a long historical process 
whereby relative positions of different classes of people may remain undisturbed or 
relatively unchanged. In the case of Thailand, the make-up of the Thai society has 
remained undisturbed for a long time because Thailand has never been colonised 
by any western or eastern powers. In a way, this is good because the Thais were 
not forced to change according to the wishes of their colonial masters, but in a way, 
it is bad because such forced changes can be good if they remove weaknesses in 
the society. 


Among what could be considered bad as a result of these historical legacies 
in the case of Thailand is the continuation of feudalistic practices of land holding in 
this country. Like many other countries in East Asia, Thailand adopted feudalistic 
system of governance since the time of King Boromatrailoknat in the 15th century 
A.D. where the king, who owned all the land, gave out different sizes of land to 
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his officials of different ranks. An official of a certain rank would be differentiated 
from others by the amount of land he would be able to hold (or given). Farmers 
existed as serfs who worked on the land owned by their feudal lords or masters 
and paid their fiefs in the forms of corvee labour or farm produce. To be rich in the 
ancient time, one needed to work in the government and rose up to landed class. 
The concentration of land ownership among old government servants could be 
large. 


Although these feudalistic customs of granting land to government servants 
are no longer practised, the existence of landed class in Thailand could be very 
significant. In 1932, Thailand had changed from absolute monarchy to constitutional 
monarchy, and a year later an attempt was made to institute land reform whereby 
ownership of unused land in excess of a given size would have to sell it to the 
government at market prices and receive payments in cash and long-term bonds. 
This radical policy was defeated in the parliament, and the land reform issues 
were never discussed again in Thailand until 1975 during the period of democratic 
experiment. Although the Agricultural Land Reform bill was enacted into law in 
1975 with an aim similar to the 1933 Plan that is to redistribute land to those who 
needed it. Again this law was never meaningfully enforced. Property tax on land 
in Thailand was insignificant, and any attempts to strengthen it is always met with 
resistance from those with landed interest. It is not far from the truth to say that the 
age of neo-feudalism still exists in Thailand at present. 


While the wealth distribution based on land acquisition and ownership 
concentrates on the landed class of the people who were former government 
servants, another class of people had filled in the gap between these mandarin 
bureaucrats and farmers in the traditional Thai set up. These are the class of 
middlemen, traders, merchants, entrepreneurs, bankers, construction contractors, 
and other service-related professions. They were filled mainly by the Chinese in 
Thailand, especially the second and third generation Chinese who were born in 
Thailand of overseas Chinese parents. Like many other countries in East Asia, the 
Thai government policy on overseas Chinese in Thailand in the postwar periods 
was to discriminate against them, to counter their influence on trade and businesses. 
But on seeing that these overseas Chinese in Thailand are very adaptive and able, 
and on realising the futility of such discrimination policy, the Thai government 
made a 180 degree turn from discrimination to complete assimilation. As a result 
of such policy turn-around, the Chinese in Thailand (now the Sino-Thai) are fully 
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assimilated with indigenous Thais. They now form part of the ‘middle class’ who 
runs economic and even political machinery of Thailand at present. Any future 
policy on growth and equity must take into account the role of these middle-class 
people. 


(b) Overall Growth and Development Policies in Thailand 


Normally when a country embarks on its journey to economic development, it 
faces a series of questions concerning that path to development. One is the question 
on what development procedure or philosophy to follow: capitalistic or socialistic 
or a mix of the two. Then other questions may include: Who is to decide on such 
procedure? What would be or should be the speed and tempo of such development? 
Who would gain and lose or how the benefits and costs of development are shared 
among the people in the country? And so on. In a democratic political system, the 
first question will need to be answered politically through choices of politicians 
or political parties representing certain economic and political ideas. The process 
may be long drawn out as everyone is involved in the choice or selection process. 
But for Thailand, this was not a difficult question at all, as the country was run by 
a military dictator who decided the path of development on behalf of the whole 
population. 


In order that this event will not be looked upon only in bad lights, it should 
be mentioned that many have regarded this dictator, Field Marshall Sarit Thanarat, 
as the Benevolent Dictator who ushered in the new era of development to the Thai 
people. He had listened to a lot of advice from capable technocrats during his time, 
and put in place many rules, regulations and institutions that, undeniably, helped 
Thailand grow very fast after the launch of its First Plan. On looking back, his 
doing, and undoing, could be a part of the reasons that can be used to explain the 
apparent trade-off between rapid growth and increasingly unequal distribution of 
income of the Thai people as the country grew. 


So, what was this general economic development policy put forth by Sarit, 
and what did it do? Thailand was a low income, low growth economy at the end of 
the 1950s. Close to 85 per cent of the total population were engaged in agriculture 
of which rice the major agricultural product. Its main exports consisted of rice, 
rubber, teak and tin. With the help of the World Bank in preparing its first national 
economic development plan, Thailand adopted market approach to economic 
development. 
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Since its inception in 1961, Thailand’s National Economic (and later, 
Economic and Social) Development plan has played an important part in 
transforming Thailand from a poor, agrarian society to a middle-income, newly 
industrialised country.’ The Thai government has done this through a combination 
of private economic investment and expansion, with the government providing 
infrastructure support and certain investment incentives. This is in keeping with 
the development thinking at the time when growth was the most obvious and 
probably the most important objective of economic development, and investment 
or capital formation is the most important means to that end. No doubt, plans 
after plans concentrated on growth and economic expansion. When growth slowed 
due to external and internal problems, the government would react to stabilise the 
economy so that growth returns in the shortest of time. Therefore, the development 
experience of the Thai economy during first three decades has seen alternate 
emphases on growth and stability, with occasional concerns on other areas such 
as poverty alleviation, income inequality, energy shortage and environmental 
degradation thrown in, but the growth orientation of the national economic and 
social development plan was never in doubt. 


Because of this general economic development policy, something has got to 
give. And it was the agricultural sector that had to give for the development of the 
industrial and manufacturing sectors. When the first National Development Plan 
was launched in 1961, Thailand was a typical agricultural economy where over 
80 per cent of the population were engaged in agricultural activities with rice as a 
major crop for both domestic consumption and export. The GDP share of agriculture 
then was about 30 per cent, whereas the share of industries and services were 
20 and 50 per cent, respectively. From this First Plan period onward, the relative 
importance of agriculture began to decline, slowly at first, but accelerated when 
the industrial and manufacturing sectors became more established in the 1980s 
and 1990s. In 2000, for example, the GDP share of agriculture was 11.4 per cent, 
whereas that of industries and services were 43.1 and 45.5 per cent, respectively. 
The share of the industrial sector exceeded that of the agricultural sector around 
1984, signifying a fulfillment of conditions for a newly industrialised country. 





3 The 1“ Plan was a 6-year plan covering the periods 1961 to 1967. Subsequent plans were 5-year 


plans, including the current one, the 9th Plan, for 2002 to 2007. 
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But Thailand was far from industrialised country if one looks at its 
employment pattern. In 1960, about 82.3 per cent of the Thai population were 
engaged in agriculture, whereas on 4.2 and 13.5 per cent were engaged in 
industries and services, respectively. In 2000, still almost half of the Thai 
population (48.8 per cent) were still found in its agricultural sector, whereas 19.0 
and 32.2 per cent were found in industrial and services sectors, respectively. This 
alone is sufficient to illustrate the inequity between the agricultural and industrial 
and services sectors.’ 


The Thai economy has arrived at where it is today as a result of the 
combination of the efforts of the public and private sectors. As mentioned 
earlier, the development philosophy of the Thai government was to depend on 
private initiatives for investment and production, with the government providing 
infrastructure and rules and regulations based mainly on free enterprise system. 
The government did intervene in the market through investment promotions and 
industrial protection, but not to the extent that the role of the Thai government could 
be identified as a ‘developmental state’ where ‘picking the (industrial) winners’ is 
the norm rather than the exception. Yet the orientation and attention towards the 
industrial sector as against the agricultural sector was clear. The ‘exploitation’ of 
the Thai agricultural sector in the early phases of economic development, especially 
in the periods up to the early 1980s, was well documented and explained. In other 
words, Thai economic development owes a lot to its agricultural sector in the early 
phases of its development. The existence of the agricultural sector today, and what 
has been done to it in the past, explain a lot about the high income inequality we 
have seen today in the Thai economy. 





4 When 48.8 per cent of the employed people in agriculture contributes only 11.4 per cent of GDP, 


while 19 per cent of employed people in the industrial sector contributes 43.1 per cent, it is obvious 
that the productive return of workers in the industrial sector is much greater than that of the workers 
in the agricultural sector. A simple productivity ratio between GDP and employment share in the 
agricultural sector was only 0.23 while that of the industrial sector was 2.27, almost a ten-time 
difference. 
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(c) Some Sectoral Policies 


From two major structural problems discussed above, we can see that income 
inequality in Thailand already was rooted very deeply in the historical past and the 
current institutional setup. What I would like to suggest in the following are some 
of the sector policies that tend to have direct and obvious effects on the income 
distribution of Thailand at present. I want to consider only two sectoral policies: 
educational policies and fiscal policies. 


Educational Policies 


That the level of literacy is already very high when Thailand launched its first 
National Development Plan is not to be disputed. Since the postwar period, the 
government of Thailand had spent a lot of money on primary education. Indeed, 
overall, the government budget that had gone to, and still goes to, education still 
constitutes the largest proportion of central government expenditure. But it seems 
that there was little progress on education attainment of the Thai children beyond 
primary level. Up until about 10 years ago, the enrolment of lower secondary 
school students among their age cohort was only less than 40 per cent, and upper 
secondary school students lower than 25 per cent. This compares very badly with 
the situation in East Asian NIEs such as Korea or Taiwan. Indeed, this level of 
secondary school enrolment was even worse than Indonesia or the Philippines. 
It was only in the beginning of the 1990s that the government had realised this 
serious educational problem, and had put enormous efforts to increase secondary 
school enrolments. Today, the lower secondary school enrolment stands at around 
70 per cent, and the upper secondary school enrolment around 50 per cent. This 
is still low by international standards, and this low level of educational attainment 
at the middle level is often cited as a cause of income inequality because a large 
proportion of the Thai population was unable to get modern jobs that require 
greater skills and knowledge that come with more years in the secondary schools. 


Fiscal Policies 


Like many other developing countries, the tax systems of Thailand can be described 
as regressive, that is to say, the tax burden falls more on the lower income groups 
than the higher income groups. It is true that the higher income groups pay larger 
taxes in absolute terms, but these taxes as a percentage of their total income are less 
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than that of the lower income groups. The post-tax income distribution necessarily 
worsens as a result. It is also true that the expenditure of the Thai government 
is also regressive, that is it helps the lower income groups relatively more than 
the higher income groups. If this is true, then, the twin regressive effects should 
cancel each other out and leaves the government a neutral bystander. But this is 
unacceptable because one of the major functions of the government is to see to 
it that the society’s income distribution is fairly distributed to a certain or given 
degree. The fact that the Thai government has always treated non-labour or unearned 
income more leniently or more preferentially than labour or earned income has 
caused a continuation of income and wealth concentration. The relative lack of 
property taxes is another huge gap in government tax policies that contributes to 
persistent income inequality. Thailand is the only country in East Asia that does not 
have an effective inheritance or gift tax that could help reduce intergenerational 
income and wealth concentration. And on the expenditure side, while it should be 
mentioned that the spending laws of Thailand were quite conservative, which had 
helped Thailand avoid large public debts in the past, the government did not spend 
enough in the areas that should raise the income and welfare of the poor, and help 
reduce income disparities. The situation is more or less reversed today, where the 
government is now spending like crazy, to the people. But this is a different story, 
and it is doubtful that it could help reduce high income inequality. 


(d) Social Protection Policies 


In a market-oriented, free-enterprise economic system like Thailand, people 
are expected to look after their own welfare. Generally speaking, in a perfectly 
competitive economy, people will be rewarded or remunerated according to the 
value added that they have put in or created in the economy. The role of the state or 
government in this respect would be to maintain an open, fair and equal economic 
system and ensure that everyone knows his or her rights and duties in dealing 
with one another. Often, however, the market fails to generate this fair and open 
economic system, and some people suffer from market imperfections, distortions 
and discriminations that resulted in poverty and inequity. When this happens the 
government is partly to blame for this because it is its duties to correct these market 
failures and help those who could not help themselves. The government may 
encourage the people to protect themselves socially by enrolling or participating 
in a privately-run or nationally-run social security system where the nature and 
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amount of protection depends on the amount of contributions to the program. Those 
who cannot participate in the system, or are left out of the two-way, quid pro quo, 
system will fall into the social assistance program of the government where the 
one-way, grant system will work. The government may have a permanent social 
assistance system where its citizens are guaranteed a minimum level of well-being 
usually measured by the maintenance of a minimum income level, or an ad hoc 
social assistance system where help is provided on a temporary or case-by-case 
basis. The ability of the government to provide a permanent social assistance 
system is often a reflection of its developed status whereas developing economies 
can only provide ad hoc social assistance system. 


To put it bluntly, until recently, Thailand did not have an efficient or effective 
social protection policy to speak about. The two-way compulsory social security 
system became operational only about 10 years ago when the government passed 
a law requiring large firms to participate in the state-run social security system. 
Now the firms of all sizes can be included, and the situation in other aspects of 
social welfare and social protection are much better. But the present social security 
system which covers illness or death in and out of the work places, maternity 
leaves, disability and unemployment benefits only helps a small proportion of 
Thai workers the majority of whom are self-employed or own-account workers 
who are not covered by this system. This lack of social protection means that 
whenever a person is in difficulty, he or she cannot rely on the state or government 
for help. He or she has to rely on their own families to help and support. If the 
families are already poor, any calamities or catastrophic events such as severe 
illness, employment layoffs, accidents causing disabilities, are all likely to cause 
these families to sink further into troubles, exacerbating the already dire situations. 
The elderly without someone in the family to look after, may be eligible to receive 
some monthly allowance from the government for subsistence, but the amount 
that the government gives (300 baht or about 30 ringgit per month) is certainly 
not enough. Apart from this assistance to the elderly, the present welfare system 
also provides for assistance to families with disabled members or with HIV/AIDS, 
and that’s all. And the amount of financial assistance in this latter case is only 500 
baht per person per month. But instead of the present government policy trying to 
set up more and better targeted programs, it is more inclined to cast a wider net 
and give help to everyone, rich and poor. This populist policy is obviously very 
popular among the majority of the Thai population, who are likely to continue to 
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support the current government, but the effectiveness of this social welfare and 
social protection policy in helping reducing income disparities throughout the land 
is questionable. 


lll. Lessons To Be Learned from the Thai Case 


From the above account, it is obvious that the economic development of Thailand 
represents a unique case that many other countries cannot replicate. Yet, there 
are many things from the experience of Thailand that other countries can learn to 
adapt, or more specifically to avoid, in order to deal with their income distribution 
problems. The good things about the Thai growth and development include the 
open market systems where the private sectors can compete competitively with 
one another, both within the country and with outside competitors, the reasonable 
rules of law that protect private entrepreneurs, the government leaders who are 
basically outward-looking and conversant with international economic outlooks 
and international or global competition, and capable and conservative fiscal 
bureaucracy that cares about fiscal propriety and fears fiscal insolvency. These 
factors together explain the rapid growth of the economy. And while these factors 
had also contributed to the meltdown of the economy several years ago, they 
were also responsible for the reasonably timely recovery from the crisis. It is the 
prevalence of high income inequality that could be considered the single most 
important long-term problem for Thailand. What can be learned from the case like 
this? 


(a) The Emphasis on Pro-Poor Growth 


Recently I have worked with a colleague of mine from the University of New 
South Wales in Sydney, Australia, who has developed a technique to separate the 
change in poverty incidence into growth effects and the income distribution effects. 
In short, neutral growth, that is growth that does not worsen income distribution 
will always reduce poverty, but this reduction will be less if such growth has also 
brought about the worsening of the income distribution or the increase in income 
inequality. True enough, on applying this technique to the poverty reduction 
in Thailand from 1988 to 2002, we have discovered that, for the most part, the 
growth in Thailand was not pro-poor. And the reason the poverty incidence in 
Thailand continues to fall is because the growth was large enough to overwhelm 
the negative effects of worsening income distribution. No wonder during the crisis 
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when growth fell and inequality increased, poverty also increased absolutely. The 
message from this study is that in order to have a quality growth, the growth that 
will have full positive effects on poverty reduction must be pro-poor growth, that is 
growth that increases the income and welfare of the poor relatively more than that 
of the non-poor. So, in general terms, any future economic policies anywhere that 
will affect both growth and inequity must face the question whether they benefit 
the poor relatively more than the non-poor to be qualified as a pro-poor growth. 


(b) The Strengthening of the Agricultural Sector 


The Thai growth was not pro-poor mainly because the agricultural sector of 
Thailand suffered from long years of exploitation by the state. It may seem 
that the government had not neglected this sector throughout many decades of 
development as there were always government policies that deal with this sector. 
But on close examination, we can see that at least two things happened. One is 
that the proportion of government budget allocated to agricultural sector remained 
stagnant throughout these years. In other words, while the size of agricultural 
budget may increase with the overall size of central government’s budget, the 
share of this budget going to agriculture had changed little. More importantly, what 
the government has done to the agricultural sector often hurts rather than helps the 
farmers and the people who work in this sector. For example, the government may 
promote the production of a certain crop that flops, or conduct a lot of agricultural 
research that has not been put to use. The most serious mistake, if we could call 
our past experience that, was for the government to bypass the strengthening of 
the Thai agricultural sector through increased productivity and adaptability before 
moving on to industrialization. Now the farmers in Thailand in the countryside 
have to fend for themselves through migration to cities to find work because there 
are not enough work or jobs to go around in the rural areas. Only in the last few 
years that rural industrialization has shown some signs of success, and that may 
be because the costs of setting up factories and industries in cities have become so 
high that the industrial firms have no choice but to relocate to the countryside. So, 
for those countries that are at the stage whereby the transformation from agrarian 
society to industrial society is taking shape, the strengthening of the agricultural 
sector must be in a high order of priority before it is moving on. 
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IV. Concluding Remarks 


In this lecture, I have tried to discuss the pattern of economic growth of Thailand 
and its resultant income distribution. I have shown that the fast growth in the 
last 40 years of economic development has brought about a drastic fall in the 
incidence of poverty in all regions of Thailand. However, while the poverty was 
falling with the rise in the growth rate of GDP, the distribution of income of the 
Thai people had become more unequal. The relationship between growth and 
income inequality fits well with the classic Kuznets curve which predicts the rising 
inequality as the economy expands. In other words, the trade-off between growth 
and equity in the case of Thailand is very clear. I have also tried to demonstrate 
that, indeed, the growth impact on poverty reduction was lessened by the incidence 
of high income inequality. Had Thailand managed to achieve more equal income 
distribution during the periods leading up the economic crisis in 1997, the poverty 
reduction would have been greater, and perhaps the severity of the crisis would not 
be as much as it actually was. 


I have then attempted to provide some answers to the questions: Why the 
rapid growth in the Thai economy had brought about increased income inequality. 
We have looked at the historical and institutional reasons for such high inequity, 
and made a strong reference to the importance of land ownership and land reform 
issues, believing that the concentration of wealth through land ownership could 
be one of the major reasons for chronic income inequality. I have also looked 
the overall development philosophy and strategies, the effects of some sectoral 
policies, and the lack of adequate social protection policies as major causes for high 
and sustained income inequality. I have then suggested some lessons to be learned 
from the Thai case, including the promotion of pro-poor growth, the strengthening 
of the agricultural sector in the early stage to economic transformation, and the 
correction of the assets and wealth concentration. 


The policy recommendations based on the above situations are obvious. 
The future growth must be pro-poor, or more pro-poor, if the faster and more 
sustainable poverty reduction is to be achieved. To do that everyone involved in 
the decision making, the design, and implementation of development policies in 
Thailand must realise that equity issues are no longer to be relegated to policy of 
secondary importance. Several traditional instruments to correct income inequality 
are already at the government disposal, be they tax and expenditure policies, and 
some more direct government intervention or safety net measures. Perhaps a 
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more important policy implication is not what policy instruments to be used to 
bring about greater income equality, but a necessary message that will startle our 
government leaders into action. 


Ten years ago, I wrote a paper on the rural poor in Thailand.* At the end of 
that study I made a remark that once the government was strong enough, it should 
pay more attention to the provision of minimum guarantees for the welfare of 
the people and the problems of widening disparities in income distribution. Once 
the welfare of the poorest group had received government help, poverty would 
no longer be a critical economic issue. In its place, however, income inequality 
would need to be addressed. This was a continuing issue that every government 
in Thailand must face. What was said ten years ago is still valid today. And if it is 
valid in Thailand today, it can also be valid in other countries in East and Southeast 
Asia as well. 


5 Medhi Krongkaew in Medhi Krongkaew, Pranee Tinakorn, and Suphat Suphachalasai ‘Rural 
Poverty in Thailand: Policy Issues and Responses’, Asian Development Review, vol. 10, no. 1, 1992, 
pp. 199-225. 
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TACKLING CHRONIC POVERTY IN THAILAND’ 


Medhi Krongkaew™ 


1. Introduction 


As a development goal, poverty reduction or poverty eradication is probably 
one of the most (if not the most) important for most developing countries in the 
world. Thailand is no exception. Since 1962, when the first National Household 
Income and Expenditure Survey became available, Thai scholars and development 
practitioners have used these household income and expenditure statistics to 
construction a unique poverty line for Thailand, count the number of the poor, 
and study their specific socio-economic characteristics continually for more than 
50 years. So, in terms of the stock of knowledge about poverty, its various facets 
and aspects, how it progressed and is dealt with in this country, Thailand is second 
to none. Yet, despite its earlier start on its development path, compared to, say, 
South Korea or China, Thailand is not doing that well in this development goal 
of poverty eradication. True, poverty in general has declined continuously during 
the last 50 years, but there still exists pockets of ‘hardcore’ or chronic poverty 





Paper prepared for the Chronic Poverty Advisory Network (CPAN), Overseas Development 
Institute (ODI), UK, April 2013. 


* Professor of Economics, School of Development Economics, National Institute of Development 
Administration (NIDA), Bangkok, Thailand. 
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throughout the country.' And while the seriousness of general poverty may be 
reduced, the country is faced with a new and increasingly aggravating problem of 
income inequality. In addition to this, the country has descended into the depth of 
political conflicts that it has never experienced in the last four decades. As will be 
seen later, these political conflicts have something to do with how poverty is being 
handled or tackled in Thailand. 


All Thai governments are concerned about poverty problems and are keen 
to solve them. The emphasis on poverty reduction policy may not be so clearly 
seen during the first two national economic development plans between 1961 and 
1971, but starting from the Third Plan in 1972, focus on understanding poverty 
and its problems began to take hold. However, the effects of the first and second 
‘oil shocks’ and the domestic political problems and their economic consequences 
from mid-1970s until the end of the decade made specific government policies 
difficult, especially policies to address and alleviate poverty in the country. The 
situations improved at the beginning of the Fifth Plan in 1981 under the prime 
ministership of General Prem Tinsulanond who became the longest-serving 
prime minister of Thailand (8 years). It was during this Fifth Plan that a separate 
anti-poverty policy was appended into the Fifth National Economic and Social 
Development Plan whereby a number of poor districts and sub-districts were 
selected for special attention by the government to see if the poverty situation 
would improve after the end of the plan. After seeing that it had, the government 
began to install anti-poverty policies in the main bodies of the subsequent plans. 
As alluded to earlier, and will be seen in more detail later, the poverty incidence 
fell continuously and uninterruptedly from the First Plan until the country was 
hit with a severe economic crisis at the end of the 7" Plan in the late 1990s when 
poverty increased briefly but fell back on its declining trend after a couple of years 
later. 


While Thailand is often seen as one of the success cases regarding its 


poverty reduction, the situations in Thailand exhibit many puzzles that baffle 
development experts as to how the country has managed to achieve such a result 





' To prove this, go to any rural villages in the country and ask village leaders or headmen to 


identify poorest family (or families) in their villages. Most likely a few can be identified almost 
immediately. And these households are likely to have common characteristics of being squatters or 
landless workers or small farmers whose heads are poor from birth with poor shelter and limited 
means of making their living. 
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under numerous conflicting environments and atmospheres. The followings are 


some of the questions that these experts ask about Thailand: 


While general poverty is declining, chronic poverty still remains. Why 
does chronic poverty still exist and persist under the general improvement 
of poverty situation? 

Thailand seems to have addressed post-basic educational inequality 
from a very early stage. Has this been a major factor behind the progress 
towards eradicating extreme poverty and deprivation? 

Why was unequal access to health addressed so late in the day through 
the 30 baht scheme? Could this have been introduced earlier? 

How has Thailand managed to avoid the need for a social protection 
policy? 

Is there a labour market policy in Thailand? If so, is it effective in helping 
reducing poverty, especially extreme poverty, and if not, why not? 

Is Thailand suffering from a Middle-Income Country trap and is unable 
to move out of it quickly? 

Are there policies that work towards alleviating general as well as chronic 
poverty? Can we learn more about these policies? 

What are the political factors that determine the success or failure of 
some of the past and present poverty policies? And how do the prospects 
of future poverty reduction, especially chronic poverty look like? 


These questions will be answered in the subsequent sections of this paper, 


starting with a short description on the status of general poverty and chronic 


poverty in Thailand. 


2. General Poverty vs. Chronic Poverty 


Although the focus of this paper is on the tackling of chronic poverty in Thailand, 


it is not possible to talk about chronic poverty without also talking about general 


poverty in the country, as chronic poverty can be seen as a subset of general 


poverty. This Section will briefly investigate the trend in poverty reduction in the 


last 50 years of Thai development. Then, it will discuss various features of chronic 


poverty in Thailand. 
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Box | explains how a poverty line is calculated, and used to find out the 
incidence of poverty in Thailand. Table 1 shows the incidence of poverty or the 
percentage of population under the poverty line classified by the location where 
they live. It also shows the disparities in income distribution as expressed by Gini 
Coefficient or Gini Ratio which measures the extent one’s income deviates from 
the mean of the group or community.’ 


It can be seen from Table | that the poverty incidence was very high in 
1962 when the first poverty incidence estimate was available, but then it dropped 
successively throughout the years, strongly at first in the first two decades 
of development, before tapering off in the 1980s.2 The continuous, upward 
adjustments of the poverty line in the 1990s and 2000s by the Thai authority (to 
reflect changes in population structure, prices, and consumption patterns of the 
people), explains the stabilization of the poverty trend in the 2000s just below 
10 per cent. It is this general decline to a reasonably low level of this poverty 
incidence in the last 50 years that qualifies Thailand as one of the success cases 
in the fight against poverty in the developing world. 


But this simple picture of success may hide something unpleasant. First, 
the distribution of the poor may cluster around the poverty line so that movement 
in and out of poverty is very sensitive to the change in poverty line. Second, the 
Head-Count Ratio which measures the incidence of poverty does not show the 
depth of poverty, that is how far the poor is from the poverty line, or how far he 
has to go before jumping over the poverty line. And third, if these poor always 
stay at the bottom of income scale, how likely they are to escape poverty. It is 
this third condition that defines the chronically poor, or in jargon used in the Thai 
research circle, the Ultra Poor. Not only that these people stay at the bottom of 





2 There is not one, definitive, statistical series that shows poverty incidence in Thailand, but 
many, depending on the variations in the use of available statistics, the selection of poverty line, 
and calculation techniques by each original researcher. The figures in Table 1 can be understood to 
be the personal calculation of Peter Warr, which can different from the work of other researchers. 
Fortunately, however, the differences are less today than many years ago because most researchers 
now use the same poverty line given by the NESDB and the same Socio-Economic Survey from the 
National Statistical Office. 

3 The inclusion of the 1986 data caused the poverty incidence to shoot up perceptibly. This was 
caused by a drastic drop in rice price during the time of survey, which was later found to be an 
isolated market disturbance. Therefore, in order not to mislead the true picture, the 1886 data should 
be excluded, as was done in such study by Medhi (1996). 
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Table 1: Thailand: Poverty Incidence and Gini coefficient, 1988 to 2006 


Poverty incidence 


(headcount measure, per cent of population) Inequality 


(Gini coefficient) 











Total Rural Urban 

1962 88.3 96.4 78.5 0.423 
1969 63.1 69.6 53.7 0.43 
1975 48.6 57.2 25.8 0.425 
1981 35.5 43.1 15.5 0.432 
1986 44.9 56.3 12.1 0.482 
1988 32.6 40.3 12.6 0.482 
1990 27.2 33.8 1.6 0.52 
1992 23.2 29.7 6.6 0.541 
1994 16.3 21.2 4.8 0.522 
1996 11.4 14.9 3.0 0.518 
1998 12.9 17.2 3.4 0.515 
1999 15.9 21.5 31 0.52 
2000 14.2 19.1 3.6 0.525 
2001 13.0 16.6 5.1 0.518 
2002 9.8 12.6 3.8 0.521 
2004 9.2 11.4 3.5 0.525 
2006 8.8 11.0 3.1 0.527 
2009* 8.1 10.4 3.0 
2010** 7.8 

Note: * The estimates for 2009 were obtained from the study of the research team 


from TDRI as reported in Mingsan and Natthaporn (2013), p. 113). 
** The 2010 poverty incidence is estimated from the data from the NESDB. 
Source: Warr (2008), p.47. 


the population structure in terms of their income and well-being, the chance or 
likelihood of their getting away from it is also slim or small. 


In the only study on the chronically poor or the Ultra Poor in Thailand in 
the late 1990s under the leadership of Medhi Krongkaew (see Medhi, 2002), the 
research team composed of researchers from four regional universities selected 
sampled villages from representative provinces, then from each selected village, 
they asked the village headmen to identify up to five “poorest of the poor” 
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households among all households in their villages. Although this method of sample 
selection lacks sophistication in sampling techniques, it was very cost-effective 
and worked very well for the purpose of finding out who the Ultra Poor were 
in each village. Of course there were variations in the inter-regional economic 
positions and well-being of villages across the country, these variations were not 
great within each region. 


Table 2 shows the comparison of household income from the survey in 
the above Ultra Poor Project and the national household income from the usual 
national Socio-Economic Survey. It can be seen that the average household income 
of these Ultra Poor families ranges from 22.7 per cent of the average household 
income of households in the North, to 26.5 per cent in the Northeast, 31.7 per cent 
in the Center, and 41.7 per cent in the South.’ Noted that these two sets of statistics 
were derived from different sources: The Ultra Poor income is from small sample 
surveys, whereas the average regional household income is from national surveys, 
this ratio should be used for indicative purpose only. What probably can be drawn 
from these ratios is that they provide the upper limit of the proportion of the 
chronically poor in total households in each region. 


There is another set of statistics that can shed some light on the status and 
extent of chronic poverty in Thailand. This time it is the result of panel surveys by 
the National Statistical Office (NSO). In 2005, the NSO launched its experiment of 
collecting household data from a fixed number of households in the four regions of 
Thailand. This panel or longitudinal study was the first of its kind in Thailand, and 
would run for three consecutive years. The collected data which was analysed by 
a team of researchers from the Thailand Development Research Institute (TDRJ) 
has shown the dynamics of households that remain chronically poor as well as 
households that move in and out of poverty. These panel records are shown in 
Table 3. 


It can be seen from this Table that, of the 6,000 sample households in 2005, 
1,654 households or 27.6 per cent of the total households were classified as poor. 
This number drops to 1,461 or 25.3 per cent in 2006, and 1,277 or 20.7 per cent in 
2007, attesting to the general fall in poverty incidence in Thailand. It is interesting 
to note, however, that there are two phenomena in these statistics: one is those 





4 Not counting the additional survey in the Northeast (Northeast2) which was conducted in the 


following year in order to test the variation in this kind of research. 
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Table 2: Average Income and Expenditure of Ultra Poor Households Compared 


with National Households 














North Northeast Northeast2 Centre South 

Household income 

- National average 123,036 102,552 97,656 153,432 131,436 

- Ultra Poor average 27,881 27,213 15,054 48,614 54,862 

- % of Ultra Poor to National 22.7 26.5 15.4 31.7 41.7 
Household expenditure 

- National average 100,656 86,844 83,856 123,192 107,964 

- Ultra Poor average 24,917 27,959 16,422 38,890 47,475 

- % of Ultra Poor to National 24.8 32,2 19.6 31.6 44.0 
Average no. of chronically ill 0.4 0.5 0.5 0.5 0.5 


members per family 





Source: Medhi (2002) 


Table 3: Panel Records of Selected Households Regarding Poverty Status 

















2005 % 2006 % 2007 % 
Poor 1,654 27.6 1,461 25.3 1,277 20.7 
Non-Poor 4,346 72.4 4,313 74.7 4,907 19:3 
Total 6,000 100.0 5,774 100.0 6,184 100.0 
old poor 951 65.1 856 67 
new poor 510 34.9 421 33 
Total 1,461 100.0 1,277 100.0 
Continue to be non-poor 3,636 84.3 4,331 88.3 
New added non-poor 677 15.7 576 117 
Total 4,313 100.0 4,907 100.0 
Continue to be poor during 3 years 640 10.3 
Continue to be non-poor during 3 years 3,872 62.6 
Those in and out of poverty 1,672 27.1 
Total 6,184 100.0 





Source: Adapted from Mingsan and Natthaporn (2013), p. 116 
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households which remained poor or non-poor throughout the three-year period, 
and the other is those who move in and out of poverty. The bottom part of the Table 
shows this information. In tracing or following the same households for three years, 
it was found that 640 households out of 6,184 households or about 10.3 per cent 
had never left their poor state, whereas 1,672 households or 27.1 per cent did move 
in and out of poverty during these three years. It is possible to accept the finding 
from the above statistics that about 10 per cent of the total households in Thailand 
could be classified as chronically poor.* While there is still no definitive way to 
define or identify the chronically poor in Thailand, perhaps the result of the Ultra 
Poor Project study could shed some light on our understanding of chronic poverty 
in Thailand. The followings are some of the socio-economic characteristics of the 
Ultra Poor from the survey: 


¢ The onset of ultra-poverty could begin with the death of the original head 
of household who is the principal bread-winner. If this head is a man, his 
widow is likely to face extreme hardship it they were already poor before 
he died. 


¢ The Ultra Poor have the tendency to stay fixed in one place without 
moving away to find a better job or better life. 


¢ Catastrophic or chronic illness in the family and/or the existence of a 
disabled (invalid) person in the household is a major factor that kept that 
household in deep poverty. 


¢ The Ultra Poor are unlikely to receive assistance from the state either 
because these government services or assistance have never reached 
them, or they could not manage to collect, or make themselves available 
to receive these benefits from the state. 


5 The data from two different surveys, albeit by the same survey organisation (NSO), still need 


to be reconciled. From the Longitudinal or Panel Survey as reported in Table 3, the overall poverty 
incidence in 2007 was 20.7 per cent which is more than twice the poverty incidence obtained from 
the Socio-Economic Survey in 2006 at 8.1 per cent. Why is the difference so large? However, it may 
be noticed from Table 3 that about 10 per cent of sampled households have never left poverty, which 
is not so different from the 8.1 per cent poverty incidence in Table 1. Can this be interpreted to mean 
that the poverty situation in Thailand has reached the stage whereby all the existing poor people can 
be classified as chronically poor as they are now stuck in their poor positions? In other words, the 
existing or remaining poverty in Thailand has become all of the chronic type. 
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e The despair of poverty is rampant. The Ultra Poor have been in this 
position for 15 to 20 years, with little hope of leaving it. 


e There are unique case studies of chronic poverty in each of the four 
regions which can give an idea on the influence of inter-regional poverty 
variations. 


3. Factors Affecting Poverty and Chronic Poverty 


Poverty can be reduced in a number of ways. If poverty is meant income poverty, 
the easiest and most direct way would be a direct income transfer to these poor 
to lift them out of poverty. In the case of Thailand, the amount of resources 
needed to make this direct transfer is not very large at all.° But it should be 
obvious to everyone that this is not a long-lasting or sustainable way because 
these poor households may move back to poverty again when the money is used 
up. More effective, efficient, and reliable ways to help reduce poverty may consist 
of a combination of factors that influence poverty directly or indirectly such as 
general economic growth and good macroeconomic performances, adequate and 
high quality educational policies, health policies that help cut medical and health 
care expenditures of poor households as well as increase their general physical 
well-being for their gainful employment, timely labour market policies that 
take care of employment problems of the poor, and finally social assistance and 
social protection policies that provide safety nets for the poor in time of needs or 
difficulties. 


(a) Economic Growth and Macroeconomic Performances 


One of the most credible explanations for the general reduction in poverty in 
Thailand is its success in achieving reasonably high economic growth. As can 
be seen in Table 4, the average growth of GDP of Thailand in real term between 
1968 and 2006 was about 6.4 per cent per year. There was only one blip in this 
uninterrupted record of positive growth, that is, during 1997 to 1999 when the 
country suffered from economic crisis, and saw its GDP fell on the average of 





® It was estimated that the so-called poverty gap, or the amount of resources needed to lift every 


poor household above poverty line in 1992, is about 3.48 per cent of GDP for that year, or about 74.4 
billion baht (see Medhi 1996b, p. 9). As the poverty incidence today is only a third of what it was in 
1992, the resources needed would be even less. 
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Table 4: Thailand: Growth of real GDP and its sectoral components, 1951—2006 
(per cent per annum) 





Pre-boom Boom Crisis Recovery Whole period 

1968-1986 1987-1996 1997-1999 2000-2006 1968-2006 
Total GDP 6.7 9.5 —2.5 5.0 6.4 
Agriculture 4.5 2.6 0.1 2:7 3.3 
Industry 8.5 12.8 =} 6.2 8.4 
Services 6.8 9 3.6 43 6.1 





Source: Warr (2008) 


2.5 per cent per year. Despite the uneven distribution of the benefits of this growth, 
it has undeniably raised average income of all people, which, naturally, helps push 
many Thai households out of poverty. Many writers have argued this to be the 
case. For example, Peter Warr (2008 and 2011) plotted the relationship between 
changes in poverty incidence and the real rate of growth of GDP over the 50 
years period of Thai economic development and found this relationship is clear. 
He showed that periods of more rapid economic growth were associated with more 
rapid reductions in the level of absolute poverty incidence, moderate rapid growth 
coincided with steadily declining poverty incidence, and the contraction from the 
crisis led to increased poverty incidence, and so on. Similar finding was found in 
Medhi, Suchittra and Isriya (2006, p.41). Medhi and Kakwani (2003b) studied 
the trade-off between growth and equity in their impact on poverty and found that 
growth in average income across the board necessarily caused poverty incidence to 
fall. Gabriela Inchauste et al. (2012, p. 19) of the World Bank compared the changes 
in poverty incidence in Bangladesh, Peru and Thailand (as these three economies 
have experienced fast poverty reduction during the last decade, with falls in the 
moderate national poverty headcount rate in each country over 12 percentage 
points), and concluded that the most important contributor to poverty reduction 
over the last decade has been the growth in labour income. In particular, growth 
in farm income has been critical in both Bangladesh and Thailand, while growth 
in the non-farm sector has been more important in the case of Peru.’ In all, the 





7 While the importance of growth to poverty reduction is generally accepted, this is normally 


subsumed under the conditions that such growth takes place under good macroeconomic management 
of the country. This is easy to see as the rise of income through inflation, internal and external 
imbalances, and unstable employment would not be sustainable. 
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positive impact of economic growth (under good macroeconomic management) is 
beyond any doubt, but it is possible to say that while growth is necessary to raise 
income and reduce poverty, it may not be sufficient to ease chronic poverty. 


(b) Educational Policies 


Education is another factor that can have positive impact on poverty reduction 
through a simple mechanism that education increases human capital of the person 
being educated, which, in turn, generates better returns from work and employment. 
The past studies on the socio-economic characteristics of the poor in Thailand 
have shown a clear association between education and poverty. Medhi (1996b), 
for example, reported the result of his study in 1992 as follows: 


“The association or linkage between education and poverty is clearly 
shown (in the Table). Almost all of the heads of poor households either 
had only primary education or no formal education at all. In 1992, this 
percentage stood at 98.2 per cent. One can almost say that poverty belongs 
to those who only have primary or no formal education. Only 1.7 per cent 
of poor heads of households were found to have secondary education, and 
none with tertiary education. The chance of getting into poverty is much 
greater for those who only have primary education compared to those 
having secondary or higher education. On the contrary for the non-poor, 
the proportion having primary or no formal education was much smaller 
than the poor (82.3 per cent in 1992) while the proportion of those having 
higher than primary education was also much higher (17.7 per cent of the 
non-poor in 1992 compared with only 1.8 per cent of the poor)”. 


Peter Warr (2011, p.8) also confirmed the relationship between poverty 
incidence and education. He quoted the report by the NESDB to show that 
Thailand’s poor are overwhelmingly uneducated (and living in large families in 
rural areas). To him, education policy remains a serious problem. The system of 
primary and secondary education remains archaic. Standards of rural education 
in particular remain low and the poor quality of education received by most rural 
Thais dooms them to lives of economic disadvantage even when they migrate to 
the urban centers. 
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One must be careful in analyzing the effects of education on poverty in 
Thailand. It is not so much the quantity of education but the quality of education 
that counts. The raging question in Thailand’s education circle today is the lack of 
quality in the Thai education that prevents greater eradication of poverty as well as 
prolongs the graduation of Thailand from middle-income country to higher income 
country (more on this later). One Thai education specialist argues that “education 
cannot be a way out of poverty unless the fatality of the link between poverty and 
low quality educational attainment is broken”. (Phasina, no date). Beyond the level 
of basic education, the Thai educational system is full of loopholes and defects. 
The secondary education today has not reached the attainment level achieved by 
Korea 20 years ago. The higher education situation exhibits a strange phenomenon 
that almost all students who have finished upper secondary education will manage 
to get various kinds of higher education degrees (even in vocational education). 


Table 5: Average Scores of O-NET Tests at Primary, Lower-Secondary, and 
Upper-Secondary Education Level in Thailand 











Subject 2009 2010 2011 

Thai 

- Primary Level (P6) 42.02 38.58 31.22 

- Lower-Secondary Level (M3) 41.09 35.35 42.8 

- Upper-Secondary Level (M6) 46.5 46.47 42.61 
English 

- Primary Level (P6) 31.75 20.99 

- Lower-Secondary Level (M3) 32.42 26.05 16.19 

- Upper-Secondary Level (M6) 30.68 23.98 19.22 
Mathematics 

- Primary Level (P6) 43.76 35.88 34.85 

- Lower-Secondary Level (M3) 32.66 29.16 24.18 

- Upper-Secondary Level (M6) 36.08 28.56 14.99 
Sciences 

- Primary Level (P6) 51.68 38.67 41.56 

- Lower-Secondary Level (M3) 39.44 56.7 29.17 

- Upper-Secondary Level (M6) 33.7 29.05 30.9 





Source: Adapted from Thai Woman Talks—Language, Politics and Love, 
<http://thaiwomantalks.com> 
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With this, Thailand should rank high among countries where their post-secondary 
school graduates having the largest proportion among the people in the same 
age-cohorts with university (bachelor) degrees. But while bachelor degrees are 
easy to get, the quality of these degrees can hardly be certified. The sorry state of 
Thai education can also be reflected in consistently poor showings of nation-wide 
test scores at all levels (primary, secondary, and tertiary levels), as shown in Table 
5, but this point will be elaborated in the subsequent section. 


(c) Health Policies 


If there is any clear-cut policy that helps reduce poverty more effectively in 
Thailand, it should be the country’s health policy. Different government in the last 
20 or 30 years may have different policies towards the health and well-being of 
the Thai people, and back them up with different administrative or management 
actions, but the professionalism of health personnel and officials almost always 
work to the benefits of the Thai people. So, because of this, the health of the Thai 
people in the past few decade as measured by the mortality and morbidity rates 
does not fair too badly in comparison with the situation in other countries of the 
same level of development. This has twin effects on the poverty situation. One is 
the people’s ability to work normally without having to be affected by illness; and 
the other is the saving in terms of health or medical expenditure during the time 
of illness. 


In a succinct but comprehensive account on the health situation prior to 
the most revolutionary change in health policy in Thailand (the 30 Baht Health 
Care Scheme) in 2001, Dr. Sirilaksana Khoman (1995) admitted that there were 
still two major public health problems in Thailand at that time: (i) inequity of 
access, and (ii) inadequate protection of the uninsured population. On access to 
health care, she complained that there were lopsided medical facilities in Bangkok 
compared to the situations in the countryside, and suggested that the latter be given 
greater attention. On the protection of the uninsured population, she would like 
to see more coverage for those who had yet to be included in any health security 
scheme. But even under this less-than-satisfactory situation, she believed that the 
Thai people in general, and the poor people in particular, have received reasonable 
health care protection from the government. Some kind of health insurance was 
already available at that time through the so-called Health Card system whereby 
a person can buy a card from the government for 500 baht which is good for six 
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episodes of illness. But a large number of low income people routinely receive 
free medical care even without any card. In 1987 there were 13.7 million people 
receiving free medical care, but out of these only 7.6 million were low-income 
card holders. The proportion is believed to be roughly the same in the early 1990s, 
so that those seeking health care in Thailand could possibly have access to health 
facilities without income being a constraint. The problem that remained was 
providing care to those who did not even seek it.* 


The change in health policy in 2001, therefore, is supposed to be a change 
from the situation that was not too bad to begin with. Indeed, there are still many 
people who believe that the old system can also be improved to give the same effects 
as the new scheme today. This 30 Baht Health Care Scheme will be discussed in 
more detail in the section on Cases of Policies That Work. 


(d) Labour Market Policies 


Labour market can be understood to contain several aspects or meanings that, if 
one is not careful, a different conclusion can be drawn. Labour market policies can 
include policies on wage structure and determination (including minimum-wage 
requirement), nature of employment (formal vs. informal labour), employment 
conditions (including training and other labour welfare), labour disputes and 
settlements, unionism and other employer/employee relations, and so on. Each 
of these aspects has different impacts on poverty and the change in its incidence. 
For example, a high-enough minimum-wage requirement with strict and efficient 
enforcement could effectively raise basic wage income of the unskilled poor. 
The employment conditions may allow workers to improve their skills through 
on-the-job training. The existence of a large informal sector could make the 
enforcement of certain labour laws difficult, and this could end up having a large 
part of workers not adequately protected. 


Because of varying degrees of (often uncoordinated) implementation of 
different aspects of the above labour market policy, many experts have insisted 
that Thailand does not have effective labour market policy. But, on the other 
hand, the loosely-structured system in the Thai labour market can be looked 
upon as providing a foundation for flexibility in the Thai labour market policy 





8 For an account on health situations before 1980, see, for example Medhi (1980). 
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which is a good thing. For example, during the economic crisis in the late 1990s, 
a flexible labour market policy allowed the workers to accept voluntary lower 
wages in exchange for keeping the old jobs (not to be laid off). Or, some workers 
were allowed to migrate to the countryside and return to their old jobs when the 
economy improved. 


(e) Social Assistance and Social Protection 


Social protection in the form of social safety net is considered to be the last policy 
measure to help the poor when they could not benefit from the positive effects of 
economic growth and sectoral economic policies (see Box 1). In Thailand, there is 
no formal social protection program in the like of an income maintenance program, 
or welfare payment program along the type adopted in the US. There are of course 
certain government programs and administrative procedures that can be regarded 
as a kind of social protection, but their scales are not large (see Box 2). There are 
several reasons why a full-fledged social protection does not develop in Thailand. 
First, Thailand is a food-surplus country, so no matter how poor a person is, he or 
she can always find food. Second, the social system either within close family ties, 
or other institutional setups is likely to be a source of help in time of need. For 
example, a destitute person can always find food and shelter in numerous Buddhist 
monasteries around the country. The fact that very few of these monasteries are 
occupied by these ‘homeless’ people indicates that dependence on these religious 
institutions is not a serious social protection problem. Third, unemployment has 
never been a major economic problem in the Thai economy. Jobs can be had almost 
all the time in modern Thailand so that gainful employment can always bring in 
some income. In recent time, the development of some formal programs such as 
unemployment benefits in the country’s social security system could be considered 
a social protection program, and so is the universal health care program. 


With respect to old-age security, the impending ageing society in Thailand 
makes it an urgent matter that protection against hardship for the elderly has a 
top priority in any social protection policy. For those who are already covered by 
old-age security under the Social Security System (SSS), they will be taken care 
of by the SSS. But for those private, self-employed workers, or private citizens 
who are not covered by any social security system, they will be vulnerable to 
poverty at old age. This is exactly what the government was concerned about for 
these groups of people. So, in May 2011, the government under the control of the 
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Democrat Party was able to pass a law setting up the National Savings Fund for 
Thailand. The intention of this act is to enable all Thai citizens aged 15 to 60 who 
are not covered by any security system to enroll in the program, paying money 
contribution to the Fund with the government making equal counterpart payment 
to the Fund. When this person reaches 60 years of age, he or she can get a given 
(varying) amount of pension all his or her life.° 


(f) Gender Issues 


Despite occasional expressions of worries and concerns about the discrimination 
against women in Thailand, and indeed violence and mistreatments of women 
in Thailand, there is little widespread practice of women discrimination in most 
economic fields in Thailand. This gender issue was the subject of several studies 
by Medhi Krongkaew and others (Medhi, 1996b, 2000b, Kakwani and Medhi, 
1996), with some of the findings reported here: 


¢ “the average income of female household heads was consistently larger 
than that of male heads, and also growing faster. At least from this point 
of view, it does not appear that women are basically discriminated against 
in terms of their earning capacity”. (Medhi, 1996b, p.5) 


¢ “There is little gender influence on poverty as seen from the distribution 
of male and female heads between the poor and the non-poor. About 
83.9 per cent of the poor were headed by men whereas the corresponding 
figure for the non-poor was about 83.1 per cent”. (Medhi, 1996b, p. 12) 


¢ “Gender difference explains little with respect to income difference 
in the Thai case. The much-supported Women in Development (WID) 
issue favoured by many international organisations appears less critical 
to the understanding of the poverty and income inequality situations in 
Thailand” (Medhi, 1996b, p.30) 





° Unfortunately, almost two years after the passing of this law, the system is still not operational. 


Politics plays a part in this. Since this law was passed by the Democrat Party, which lost the election 
and now an opposition party, the present government does not want to implement the law passed by 
its opposition, not right away anyway. The current government is in the process of amending this 
(still unimplemented) act to make its own before operationalize it, probably within 2013. 
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¢ “Thai women are not different from their men counterparts in contributing 
to the process of growth and development of the Thai economy. Women 
have been employed in all industries, and they have worked in more or 
less the same number of hours as men. The apparent ‘equality’ of women 
and men in their work in the Thai economy is very outstanding indeed. 
And it has been like this even before Thailand has entered into its modern 
economic development phase. The persistence and regularity of this 
phenomenon have indeed given rise to the assertion that this economic 
status of women has remained an unchanged paradigm in Thailand for 
some time’. (Medhi 2000b, p. 7-8). 


° “In 1992, 28.8 per cent of the population was poor in the male-headed 
households whereas in the female-headed households only 21.6 per cent 
of the population was poor. This is indeed a very surprising result because 
it has been hypothesized that in many countries—both developing and 
industrial—female-headed households are poorer than those headed by 
males” (Kakwani and Medhi, 1996). 


(g) Cases of Policies that Work 


This section will discuss three government policies that are reputed to have 
positive impacts on the reduction of poverty in Thailand in the last 10 years or 
so. However, the final judgment as to whether these policies really help improve 
poverty situations in the country remain to be debated among the people who are 
involved in these issues, be they government officials, scholars, politicians, or 
the general public. These three government policies are: (1) the 30 Baht Health 
Care Scheme, (2) the Old Age Allowance Program, and (3) the One Million Baht 
Village Fund Program. 


(1) The 30-Baht Health Care Scheme 


The official name for this well-known health program is National Health Guarantee 
Program (in Thai), or Universal Coverage Scheme (in English), but it is better 
known among the Thais as the “30 Baht Treats All Diseases” or the 30 Baht Health 
Care Scheme. All these names may be used interchangeably to mean the same 
program. 
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It was a bold idea of a political party under the leadership of Mr. Thaksin 
Shinawatra, who later won a general election in early 2001, and became the first 
Thai Prime Minister to implement this universal health coverage for Thailand.'° 
Almost overnight, the public health system in Thailand had changed from a 
mixture of public and private, fee-for-service, health system to a nation-wide, 
low-cost, health system for all Thais hitherto not covered by any health care 
schemes. The Scheme works this way. All Thais over 13 years of age who do 
not currently receive other forms of Government-assisted health insurance! are 
entitled to join this ‘30-baht’ program in which they are eligible to get most kinds 
of medical treatments while paying only 30 baht each time. Those citizens who are 
not government servants or employees who are already covered by the government 
medical expenditure scheme, and private workers who are not covered by private 
insurance or social security health coverage, and poor citizens who are provided 
with free medical care cards, will be given ‘Gold Cards’ to receive comprehensive 
medical services for a charge of 30 baht (less than 70 US cents) each time. In the 
beginning, the Government would pay 1,052 baht for each person registered at a 
particular hospital (whether public or private) for each visit.'* The program covers 
necessary vaccinations, most medical treatments, pregnancy care and delivery, 
and dental care. But these Gold Card holders must go to their designated primary 
health care units first before being referred to larger health units later. 


As shown in Figure | and Table 6, the current Thai health care system 
now consists of three schemes, with the Universal Coverage Scheme (UCS) 
being the largest, followed by the Social Security Scheme (SSS), and the Civil 
Servant Medical Benefit Scheme (CSMBS). The advent of the UCS now provides 
practically all Thais with health care coverage, both outpatient and inpatient 
services, small and large medical treatments. Arguably, this is the most popular 
public policy undertaken by Mr. Thaksin, who received overwhelming political 
support from the countryside of Thailand, especially in the North and the Northeast. 
When Mr. Thaksin was removed from office in 2006 by a military coup d’etat, 





10 Of course Mr. Thaksin did not originate this scheme but he gave his political support to those who 
initiated and designed this system, many of whom were appointed to work for this scheme when Mr. 
Thaksin became prime minister. 

'l Such as the Social Welfare Scheme for the poor, Voluntary Health Card Scheme, Civil Servant 
Medical Benefit Scheme, Social Security Scheme. 

2 This capitation payment has increased to 2,694 baht in 2008. 
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his political party always won back the majority votes on every general election 
after democracy returned in 2007. This attests to the huge political support that 
Mr. Thaksin and his party have received from the general Thai electorate, and 
the popularity of the UCS has a lot to do with it. In 2008, when the opposition 
party (the Democrats) was able to form a new government, not through general 
election but through defections of several MPs from a government coalition party, 
it dismantled or froze most of policies conceived by Mr. Thaksin’s party, except 
this UCS.¥ 


Figure 1: Thailand’s path to universal health coverage against GNI per capita, 
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Source: Reproduced from NHSO (2012), p. 14. 





'3 Tn fact the Democrats-led government decided to upstage the policy of Mr. Thaksin by abolishing 
the 30 baht requirement and giving the totally free medical service for the Gold Card holders. But this 
did not help popularize the Democrat Party very much because the Thai people have already regarded 
this health policy as Mr. Thaksin’s policy. To maintain this special ‘trade mark’ or “brand name’, 
when Mr. Thaksin’s party returned to power in 2011, its government changed the free medical service 
to charging 30 baht per visit again, creating some confusions among health users and providers. This 
has gone to show how deep the political division is in Thailand. 
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To be fair, the UCS is not all that glamorous compared with the health 
system it replaced in 2001, and now not without problems. The followings are 
some points of contention against the UCS. 


(1) The health care system prior to 2001 was already doing well, at least 
not doing too badly. All indicators of medical conditions like number 
of hospitals, doctors and nurses per thousand of population have 
improved greatly in the early 2000, as shown in Figure 2. The poor 
were not neglected under the old system, as there was a dedicated 
program for the poor to receive free medical treatments. In addition to 
this free medical service facilities, there was also a previous Medical 
Card Program (so-called 500 baht health insurance program) which is a 
low-cost medical insurance program for those insurers who can afford 
to buy this insurance; 


Figure 2: Health system developments, 1965-2005 
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(2) 


(3 


— 


(4) 


(5) 


The increase in population being covered under the UCS may look 
impressive (virtually the total population is now covered), but this 
number shows how many could benefit from the scheme, not the 
feasibility of the system being able to cope with the actual utilisation 
of existing medical services when the whole population decides to 
use them. Indeed, it was discovered that more than half of the people 
(55.77 per cent) with this newly acquired medical rights did not 
use this UCS benefits for outpatient services in 2007. (Mingsan and 
Natthaporn, 2013, p. 105). The reasons for this non-utilisation of UCS 
medical rights include the congestion at the hospital, the fear of low 
quality treatments, and the high cost of travel. 


From 2003 to 2010, it was reported that the service utilisation rates 
increased from 2.45 to 3.22 for outpatient visits, from 0.094 to 0.116 
for inpatient admissions. (NHSO 2012, p.46). This does not show the 
drastic increase in the use of current health services at all, but during 
this period the health budget per head has more than doubled. It is not 
certain whether this increase in health budget reflects the increase in 
quality of service or simply the success of health providers in demanding 
more funds. 


The UCS with its separated organisation (the National Health Security 
Office or NHSO) acting as purchaser of health services, has created 
frictions with the Ministry of Public Health (MOPH) acting as the 
provider of health services. These frictions are still unresolved and can 
flare up into a major conflict at any time; 


The rationing of medical services and the increased queuing problem 
brought about by new users from UCS necessarily reduce the benefits 
accrued to the users under the SSS and the CSMBS. The unification of 
the three sub-systems is fine, but the costs to the government servants 
and the social security workers must also be reduced or abolished. 


Despite the above reservations against the UCS, one benefit that is 


probably the most important as far as the welfare of the poor or the chronic poor 


is concerned is the ability of the UCS to protect these poor against catastrophic 


medical expenditure that could plunge any poor family into the depth of 


ultra-poverty. As shown in Figure 3, since the UCS was introduced, the incidence 
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of catastrophic health expenditure defined as out-of-pocket payments for health 
care exceeding 10 per cent of total household consumption expenditure dropped 
from 6.8 per cent in 1996 to 2.8 per cent among UCS members in the poorest 
quintile. (NHSO 2012, p.49). Figure 4 shows that the comprehensive benefits 
package and the low level of out-of-pocket payments protected a cumulative total 
of 291,790 households from health improvement between 2004 and 2009 (the 
area between the predicted lines without UCS and the actual result under UCS). 
(NHSO 2012, p.50). Chart 1 also shows that the present government health system 
is pro-poor as the household health expenditure as a proportion of household 
income of the first decile of households (poorest) dropped more perceptibly than 
any other deciles from the early 1990s to the present. 


Figure 3: Incidence of catastrophic health expenditure* by wealth quintile, 
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Figure 4: Number of households protected from health impoverishment, 
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Chart 1: Health Expenditure as % of Household Income 
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Note: Decile | is the poorest decile, whereas Decile 10 is the richest decile. 
Source: NHSO (2012), p.22. 
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There are few other studies that evaluate the performance of UCS (such 
as Anchana 2006, Lindelow et al. 2012, and Somboon 2001). Most have lauded 
the innovative features of this scheme, and the courage of the country’s leaders 
to bring it about quickly, but also warn that it is too early to proclaim unreserved 
success. Lindelow et al. (2012, p. 54), for example, concluded that Thailand has the 
right to be proud of its achievements in the health sector, but structural disparities 
in the health system still remained. And while the expansion of health coverage 
and benefits has had tangible benefits for the population, it also has significant and 
persistent fiscal implications which give rise to difficult challenges in deciding 
how to balance health sector spending with other priorities. Somboon (2001) was 
also concerned about the financing of this scheme and the difficulty in raising tax 
to fund this scheme. 


(2) The Old Age Allowance Program 


This is not a new program but one which was adopted and extended by the last 
few governments. The targeted beneficiaries are older Thai citizens 60 years of age 
and over throughout the country. The current program as practiced today under 
the present government (under Ms. Yingluck Shinawatra as Prime Minister) is to 
give all Thai citizens 60 years and over different monthly allowance according to 
how old they are. For citizens 60-69 years of age, the monthly allowance is 600 
baht; 70-79 years of age 700 baht; 80-89 years of age 800 baht; and 90 years of 
age and over 1,000 baht. The number of older citizens to be covered under this 
program is now estimated at over 7.3 million people, with the allocated budget of 
over 58 billion baht (Information from the Ministry of Social Development and 
Human Security). 


The evolution and development of this welfare policy is interesting. Prior 
to 1997 when the country suffered from economic crisis, this old age allowance 
program was already in existence, but to qualify to receive this allowance, this 
60-years old or older person who is not a former government official or had not 
received pension or similar payment from the government, must prove that he 
or she is without any support from any sources or systems, and not being looked 
after by any family relatives. And the allowance was only 200 baht per month. 
The crisis helped raise this allowance from 200 to 300 baht, until it was increased 
again in 2008 to 500 baht. The change to the present system referred to above now 
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abolishes the condition of non-support by any relatives. Any 60 years old person 
is now qualified to receive this allowance on the staggered scale."4 


There are at least two comments on the above old age allowance program: 
one is the size or amount of the allowance, and the other is the eligibility of those 
over 60 years of age to receive this allowance. It is true that the present staggered 
scale of allowances depending on the age of the recipients may help older persons 
to better cope with the needs to look after themselves, but even the top scale, that 
is 1,000 baht a month for older persons 90 years and over, must be considered 
inadequate if this older person is totally without help from relatives. Elderly people 
who are in need of help should be given adequate, self-sustaining help which is 
certainly much more than 1,000 baht a month. This leads to the second comment 
about the inefficiency of giving blanket allowances to all 60 years old and over 
regardless of their income positions. This has the effects of giving unnecessary 
allowances to those who are not in need of this social assistance, and giving 
inadequate allowances to those who are. Because the current regulation is that 
one needs not prove that he or she is without support from relatives to be eligible 
to receive allowance, we have seen many well-to-do elderly people 60 years and 
over requesting and receiving these monthly allowances as per their individual 
rights. The trade-off between means-testing and the increased in allowance may 
be necessary if we want to really help the elderly poor in need of social assistance. 


It should be mentioned also that in addition to this old-age allowance 
program, there are still few other social assistance policies that target the elderly 
people, especially the elderly poor people. In 2003, the government passed two 
laws that aim at helping the older people, among others. One is the Promotion 
of Social Welfare Provision Act B.E. 2546 (2003), and the other is the Senior 
Citizens Act B. E. 2546 (2003). In the Promotion of Social Welfare Provision Act, 
the rationale given from the enactment of this act is that Section 80 of the present 
Constitution of Thailand stipulates that the state must protect and promote children 
and youth, gender equality, family cohesiveness, community strength, assist the 
elderly, the poor, the disabled, and the vulnerable to attain good quality of life and 
self-dependence. The direction of social welfare activities under this act will be 


'4 No doubt this program directly helps the elderly who are in poverty. However, since new poverty 
condition is not a criterion to receive this financial help, many older but rich or well-off private 
citizens now avail themselves to receiving up to 1,000 baht per month from the government. 


TACKLING CHRONIC POVERTY | 275 
IN THAILAND 


decided by the National Committee for the Promotion of Social Welfare Provision 
with the prime minister as chairman and members appointed from various related 
government agencies, NGOs, and outside experts. Its main tasks, among other 
things, are of course to promote social welfare among the Thai people. Social 
welfare here is defined to include the system that provides social services that will 
solve problems of social security as well as the development and strengthening of 
it, in order to satisfy basic needs of the people to achieve good quality of life and 
self-dependence, which may include minimum levels of education, health, shelter, 
employment and income, and participation at all levels in the society. 


As the above act provides the framework upon which more specific activities 
could be undertaken, examples of which are still not clear to see. However, under a 
more specific law, the Senior Citizen Act, specific provisions may be more clearly 
seen. For example, the elderly Thais (those 60 and over) under this Act will now 
have, as a matter of rights, be able to receive free medical services from the state, 
recelve some concessions on public transports, receive occupation and legal 
advice from the state, receive funeral assistance in time of their deaths, generate 
tax privileges to their offspring who look after them, and so on. 


(3) The One Million Baht Village Fund Program 


Since the first large-scale public works program under Prime Minister Kukrit 
Pramote in 1975, all Thai governments after that have adopted some kinds of public 
works programs whereby expenditure budgets were allocated from the central 
government agencies in Bangkok directly to all provinces in the countryside to 
finance local employment or local construction projects. General Prem had one 
called “the Rural Job Creation Project” which was quite popular at that time, and 
was carried out 7 out of 8 years he was in office. But none of these programs 
could match the rural (and urban community centers) expenditure program under 
Mr. Thaksin when he won the general election in 2001. This program (the Village 
and Urban Revolving Fund or VURF Program) is known popularly as the One 
Million Baht Village Fund Program where each of the 76,000 villages throughout 
the country would receive one million baht each from the Central government, 
to be lent out to households in the village in need of some small credits. In other 
words, this is a grant from the Central government to all villages in the country 
to manage as a revolving fund mainly for rural loans. The limit of this rural (or 
urban center) loan for each borrower was 20,000 baht at the beginning, but now 
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increased to 30,000 baht, which had to be returned, with interest, to the local fund 
committee after one year. The management of this local fund will be by a local 
committee selected from respected people in that local area. The Economist (2013) 
called this the biggest microfinance program in the world. 


In the first few years of operation, this program had received praises 
as well as criticisms; praises because it provides the rural people with source 
of convenient microcredit, but criticisms because the purpose of lending was 
not carefully controlled, and loan money was often used for the purchase of 
consumption items such as mobile phones, electrical and electronic appliances, 
and motorcycles, which had significantly raised the level of household 
indebtedness in the rural areas (Somchai, 2004). The evaluation of this program 
so far contains both negative and positive results. On the positive side, the Office 
of the National Village and Urban Revolving Fund is happy with the operations of 
this program, saying that it has stimulated local economy with negligible default 
rate of non-performing loan (NPL). Siriporn and Sakorn (2007) of the Bank of 
Thailand, Northern Region Office reported that the Village Fund Program in the 
North was successful up to a point, and was a good policy which helped local 
people expand their investment opportunities, increase employment and income, 
raise the well-being of the local people, and reduce the problems of informal debt 
market. Jirawan et al. (2007, p.28) used the data from the 2004 SES to show that 
the VURF Program had generated reasonable results with quite strong impact 
of raising expenditures by 5.5 per cent, and income by 4.4 per cent. Peerapong 
Sudprasert (2009) concluded from his real-life experience working in one of the 
rural funds in the Central Plain area that the program succeeded in killing two 
birds with one stone, that is, it teaches the villagers to use this as a tool of village 
development, as well as provides an opportunity for the villagers to participate 
in village decision-making. 

On the negative side, however, there are also several studies to this effect. 
In a study for Ph.D. thesis using field work in the North, Jaturong (2006) was very 
critical of the outcome of this program. This is what he concluded: 


“In summary, the poverty alleviation policies did not reduce poverty in 
the research villages. Looking at each policy, the failure is obvious. The 
effectiveness of the most prominent poverty alleviation policies which 
the government has been proclaiming a success contrasts with what was 
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happening in the research villages. According to household surveys, the 
poor cannot access village funds equally to other people. The poor are 
excluded from committees of village funds. Village Funds neither help the 
poor to elevate occupational status or household income. Village Funds 
have not improved the quality of life of households. Village Funds have 
not assisted the poor to claim a greater share of assets. Village Funds 
didnt assist the poor to attain greater dignity in society. Village Funds 
didnt contribute to higher capabilities of the poor nor contribute to the 
capabilities of community organizations. Village Funds didn t empower the 


rs 


poor.’ 


In a more rigorous and sophisticated study on the impact of the Village 
Fund Program, Kaboski and Townsend (2010), built an econometric model to 
simulate the availability and use of microcredit in the Village Fund Program in 
the four provinces in the Northeastern Region and the Central Plain of Thailand. 
They found that the credit is used for consumption more than investment (with a 
one-to-one relationship between consumption increase and credit injection), and 
that the microfinance intervention appears to be less cost-effective on average than 
a simpler transfer program because it saddles households with interest payments. 
The program is beneficial to non-defaulting borrowing, but exacerbates difficulties 
for defaulting borrowers. A study by Bowornpan and Worawan (2007) of TDRI 
agreed that the Village Fund Program helps reduce the cost of borrowing from 
villagers’ point of view, but the burden of increased debt is still not well-studied, 
and the chance that this program helping the poor villagers to escape poverty is 
small. 


In the end, it is still not clear whether the Village Fund Program is good 
or bad for poor villagers and urban dwellers from the point of view of poverty 
reduction. But perhaps this program is never primarily designed to reduce poverty 
in the first place, but to show the broadmindedness of the government in trying 
to help the poor people, in exchange for political support of the rural and urban 
people. 
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4. The Politics and Political Economy of Poverty Reduction 


Table 7 at the end of this paper depicts the periods under which different prime 
ministers ran the Thai government from 1980 to the present day, with associated 
information on the incidence of poverty and the index of income inequality (Gini 
Coefficient) around the time these PMs were in office. The short comment on 
each PM shows how each of these leaders managed to carry out their policies on 
poverty and income inequality during their tenure. As the period of Mr. Thaksin 
Shinawatra as prime minister is very critical and meaningful for the change 
in poverty reduction in Thailand, we will divide the discussion into two parts: 
Pre-Thaksin Periods, and Thaksin and Post-Thaksin Periods. 


(a) Pre-Thaksin Periods 


The year when General Prem Tinsulanond became prime minister (1980) is widely 
recognized as a beginning of a new political era, where Thailand had just gone 
through the tumultuous periods of students; uprising in 1973, the crushing of 
these students’ movements in 1976, the military coup in 1977, and the effects 
of the Second Oil Shock in 1979 which saw the inflation in Thailand at almost 
20 per cent. There were a couple attempts to dislodge him militarily from office 
during his three terms in office with the total length of time of 8 years, but they 
were never successful. In 1988 there was another parliamentary dissolution, and 
the winning political party (after the general election in July 1988) would like 
to invite him to be prime minister again, but this time he refused, thus ended the 
official role of the longest-serving prime minister of Thailand. 


Concerning Prem’s role in poverty reduction, he supported the NESDB 
to install the first official anti-poverty programs in the 5 National Social and 
Economic Development Plan, which aimed to attack poverty directly. He also 
supported a series of rural job creation projects which became very popular, and 
acted as a precursor for similar rural spending programs today. 


When General Chartichai Choonhawan succeeded General Prem in 1988, 
the economy was already booming. The focus of the government had moved 
away from domestic economy to regional economy with the government trying to 
seize on the trade opportunities in the aftermath of peace in the Southeast Asian 
sub-region with its slogan: “To change the battle fields to trading fields”. The 
economic boom had led to economic bubbles several years down the line, through 
the governments of Chuan Leekpai and Banharn Silpa-archa, and finally burst 
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Table 7: Governance and Poverty Reduction in Thailand, 1980-2012. 





Poverty Level Inequality Level 
Government of Period in office (Poverty (Gini 
Incidence) Coefficient) 
Prem Tinsulanond 3/3/1980 to 4/8/1988 23.9 (1981) 0.473 (1990) 
32.6 (1988) 0.489 (1988) 
Chartichai Choonhavan 4/8/1988 to 23/2/1991 32.6 (1988) 0.489 (1988) 
27.2 (1990) 0.515 (1990) 
Anand Panyarachun I 2/3/1991 to 7/4/1992 23.5 (1992) 0.536 (1992) 
Suchinda Kraprayoon 7/4/1992 to 10/6/1992 23.5 (1992) 0.536 (1992) 
Anand Panyarachun II 10/6/1992 to 23/9/1992 23.5 (1992) 0.536 (1992) 
Chuan Leekpai I 23/9/1992 to 13/7/1994 23.5 (1992) 0.536 (1992) 
17.1 (1994) 0.521 (1994) 
Banharn Silpa-archa 13/7/1995 to 25/11/1996 12.9 (1996) 0.516 (1996) 
Chavalit Yongchaiyudh 25/11/1996 to 9/11/1997 12.9 (1996) 0.516 (1996) 
Chuan Leekpai II 9/11/1997 to 19/2/2001 14.6 (1998) 0.509 (1998) 
14.2 (2000) 0.525 (2000) 
Thaksin Shinawatra I 9/9/2001 to 9/3/2005 9.8 (2002) 0.525 (2000) 
9.6 (2004) 0.497 (2004) 
Thaksin Shinawatra II 9/5/2005 to 19/9/2006 9.0 (2006) 0.515 (2006) 
Surayud Chulanont 1/10/2006 to 29/1/2008 8.1 (2008) 0.497 (2007) 
Samak Sundaravej 29/1/2008 to 8/9/2008 8.1 (2008) 0.497 (2007) 
Somchai Wongsawat 18/9/2008 to 2/12/2008 8.1 (2008) 0.497 (2007) 
Abhisit Vejjajiva 17/12/2008 to 5/8/2011 8.1 (2008) 0.485 (2009) 
7.8 (2010) 
Yingluck Shinawatra 5/8/2011 to present 7.8 (2010) na 





Comment: 


Prem Tinasulanont 


The first dedicated poverty reduction policy was designed by the National Economic and Social 
Development Board (NESDB) and attached to the 5" Economic and Social Development Plan 
(1981-1986), but not an integral part of it. It used all the districts in the country under poverty line as 
a benchmark unit from which an escape from poverty is a measure of policy success. 


Economic changes during this government, especially the exchange rate devaluation which led to 
increase in exports, and the boom in foreign tourism, had contributed to the increase in average 
income and well-being of the Thai people. 


The increase in poverty incidence shown here is a result of statistical adjustment where more accurate 
survey data were used to capture greater details (and level) of poverty. Poverty incidence of 1981 is 
likely to be underestimated relative to later years’ data. 
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Table 7: Governance and Poverty Reduction in Thailand, 1980-2012. (cont.) 





Chartichai Choonhavan 


The year 1988 represents an extraordinary economic boom in Thailand where the rate of growth of 
GDP reached 13.2 per cent, and continued this two-digit growth rate in the next three years. The 
famous economic slogan during this government is: “Turning Battlefields into Marketplaces”. 


Anand Panyarachun I 


Military coup came back after 1976, but the negative effect of it is reduced by the running of this 
professional civilian government. Many market-oriented economic policies were undertaken to good 
effects (from economic efficiency point of view). Poverty directed policy was not in the card. In the 
end, this civilian government could not stand the pressure of the military to intervene and resigned. 


Suchinda Kraprayoon 


Political discontent led to mass protest and government suppression in May 1992, resulting in the 
resignation of the Prime Minister. 


Anand Panyarachun II 


An interim government to ward off potential political turmoil. Preparation for the new election was 
undertaken by this government. 


Chuan Leekpai I 


A semblance of political stability was seen under this new government. Pro-poor policy of 
“Spread Prosperity from the Center to the Countryside” was undertaken throughout the country. 
Decentralisation and growth in local government administration began to expand. Income inequality 
seemed to have peaked during this period (along the classic Kuznets curve). Liberalisation in financial 
market saw drastic inflow of foreign capital. 


Banharn Silpa-archa 


Economic prosperity continued, in an atmosphere of political stability so that the movement for 
political reform was undertaken, resulting in a new constitution a year later. 


Chavalit Yongchaiyudh 


Economic bubbles continued with growing signs of cracks. The bubbles in the Thai economy burst 
in July 1997, sending waves of economic crises throughout the world. 


Chuan Leekpai ii 


A period of hardship and adjustments. Poverty increased because of drastic lay-offs of unskilled 
workers. However, employment and livelihood cushion provided by the rural sector made this 
poverty increase short-lived. And income inequality worsened during this period. The market-based 
adjustments seemed to have worked as all important macroeconomic conditions improved at the end 
of this government. 
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Table 7: Governance and Poverty Reduction in Thailand, 1980-2012. (cont.) 





Thaksin Shinawatra I 


This government is lucky, as it inherited the already-recovered economy. Mr. Thaksin had all the 
public funds to experiment with in his newly-created “populist” policies. The unorthodox “dual-track” 
policy whereby an open external market and a managed domestic market and subtle government 
interventions gave rise to a hitherto unfamiliar economic situation. The seeds of economic confusion 
and unsustainability were sown and began to grow. 


Thaksin Shinawatra II 


The growth of the economy reached its peak in 2005 and began to face uncertainties, especially with 
the crippling onset of “bird flu”. Political instability returned leading to botched elections that spelled 
doom to this government. Another coup took place in September 2006, ending (for now) the most 
popular government in the Thai history. 


Surayud Chulanont 


An interim government with a main task to see the new constitution being drafted successfully. Not 
much change in economic situations or conditions. 


Samak Sundaravej 


A return to pro-Thaksin government after the new constitution. A serious attempt to return to the 
old “populist” policies, which began to succeed. However, the fall of this government through legal 
challenge emboldened the opposition to this government which escalated in severity onto the next 
government. 


Somchai Wongsawat 


Another pro-Thaksin government which faced dire situation of political protest to the extent that the 
Prime Minister himself was unable to enter his office in the Government House during the entire 
period of his regime. The demise of this government also came as a result of legal challenge. 


Abhisit Vejjajiva 

A change of mind of some of one large pro-Thaksin coalition faction enabled the Democrat Party to 
form anew government. Lack of political cohesiveness as a result of government coalition prevented 
the Democrat Party to do what it liked. It was forced to mimic the former government in its own 
brand of populism but with less success. Coupled with strong pro-Thaksin political support among 
the rural and urban poor people, this government struggled to stay in power until the end of its term. 
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in 1997 during the government of General Chaovalit Yongchaiyudh. It was the 
economic crisis which started in 1997 that caused poverty incidence to go up from 
its declining trend. Mr. Chuan came back at the end of 1997 to lead another term 
of government. His government managed to put the Thai economy in order, but 
the austerity of his post-crisis policy alienated his party from the people’s support. 
So, when Mr. Thaksin entered Thai politics under his own party (the Thai Rak 
Thai or TRT Party), with wide-ranging and innovative election platforms, the Thai 
electorate overwhelmingly supported him, leading to his becoming the next Prime 
Minister in early 2001. 


Before discussing the poverty reduction strategies of Mr. Thaksin in the 
next section, it should be mentioned that both Mr. Chuan and General Chavalit 
were having some distinct roles in helping the poor on their own. Mr. Chuan 
engineered a policy called “Spreading prosperity from the center to the 
countryside” during his first premiership, resulting in meaningful transfer of 
government resources to the rural areas. And for General Chaovalit, he helped 
popularize rural development and job creation programs in the Northeastern 
Region called Esarn Kiew (Green Northeast), which made him well liked by 
the Northeastern people, who later helped support his political party (the New 
Aspiration Party) to win the general election in 1996, making him the next prime 
minister after Mr. Banharn Silpa-archa. 


(b) Thaksin and Post-Thaksin Periods 


The events surrounding the first election victory of the TRT Party in 2001 and the 
subsequent assumption of power of Mr. Thaksin as prime minister of Thailand 
were very interesting. The new constitution promulgated in October 1997 was 
already in force which had given rise to a kind of political transparency hitherto 
unexperienced in Thailand, such as strict rules against vote buying, separation 
of legislative power from executive power, creation of various legal bodies to 
counter political influence of politicians and bureaucrats, and so on. As a successful 
businessman who has made his fortune in telecommunications, Mr. Thaksin was 
financially secure to make deal with old- and new-styles local politicians to lend 
their support for his eventual prime ministership. At the same time, Mr. Thaksin 
also had the support of many technocrats and business associates who could provide 
the necessary political and administrative manpower to run a modern government. 
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Despite the shaky start due to the impending case against him in the Constitution 
Court for his indictment for the concealment of his assets (which could cost him 
the prime ministership if found guilty), Mr. Thaksin won his case and thus could 
concentrate on implementing his election promises. 


These election promises were no small matters. It is true that Mr. Thaksin 
has the capability to be prime minister and head of progressive government, 
but there is no denial that his Party overwhelmingly won the election because 
of these election promises. Once in power, he must fulfil his party’s election 
promises which became guidelines for his development policies. In the context 
of appropriate governance, he has to do two things at the same time. One is to 
continue to maintain and speed up the economic recovery, and the other is to 
implement policies that essentially bestow social welfare or social well-being to a 
certain target group of people, mainly farmers and the people in the countryside, 
who are now well known as the ‘grassroots’. 


In February 2001, Mr. Thaksin announced his government’s policies to 
the Parliament. In his policy statements, Mr. Thaksin introduced several ‘urgent’ 
policies aiming at improving the living standards of the people. Nine of his urgent 
policies are as follows: 


(1) Immediately grant a grace period for both interest and principle 
payments for 3 years for individual small farmers to relieve their 
debt burden as part of a comprehensive reform of the traditional farm 
economy to be more viable and self-sustaining in the long term. 


(2) Establishment of the Village and Urban Revolving Fund, funded with 
one million baht each as a loan facility available for individuals and 
households of each community to borrow for local investment and 
supplementary vocations. Concurrently, the Government will promote 
a “One Village One Product” project to enable each community to 
develop and market its own local product or products based on traditional 
indigenous expertise and local know-how. The Government is further 
prepared to provide additional assistance in terms of appropriate modern 
technology and new management techniques to market such local 
products from the village to domestic and international outlets through 
a national or international retail network or through the internet. 
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(3) 


(4) 


(5) 


(6) 


(7) 


Establish a People’s Bank to ensure better and improved access to 
banking facilities and resources for low income citizens to enhance 
their capacity to increasing their income from self-employment and 
thus reduce their dependence on organised and punitive money market 
sources. 


Establish the Bank for Small-and Medium-sized Enterprise in order 
to promote existing and increasing the number of entrepreneurs in a 
systematic manner with a view to expanding the national productivity 
base, increasing additional employment opportunity and creating 
income, promoting exports, and serving as the mainstay for future 
national economic growth and stability. 


Establish a National Asset Management Corporation in order to 
comprehensively solve the problem of Non-Performing Loans 
(NPLs) in the commercial banking system swiftly, systematically, 
comprehensively and to enable the financial system to resume their 
normal credit functions. 


Utilise State Enterprise as key vehicle to mobilise domestic resources 
from Thai investors to promote revitalisation and development of 
the Thai economy through selling shares of incorporating a holding 
company incorporated by grouping a number of state enterprises 
with strong income potentials employing professional management 
and free from political interference as one alternative and listing of 
individual state enterprise directly in the Stock Market of Thailand at 
the appropriate time as another alternative. 


Provide universal health insurance with a view to reducing the overall 
cost to the country and the people in acquiring health-care capping each 
hospital visit at 30 baht. All Thai people will be guaranteed that equal 
access to a nationally acceptable standard of health care. 


(8) Accelerate efforts to establish drug rehabilitation centres concurrently 


(9) 


with implementing effective drug suppression and prevention measures. 


Encourage full and open public participation in the prevention and 
suppression of corruption 
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None of the above urgent policies could match the enormous appeal of the 
30-baht health care scheme, as we had discussed in the last section. Supplemented 
by other ‘populist’ policies such as the One Million Baht Village Fund Program, 
the Farmers’ Debt Moratorium Program, the One-Tambon, One-Product Program, 
and so on, the electoral popularity of Mr. Thaksin and his Thai Rak Thai Party had 
never been in doubt. The majority of the Thai people, especially in the North and 
the Northeast were now hooked on the populist policies of Mr. Thaksin. 


In his second term general election in early 2005, Mr. Thaksin’s party 
alone won 377 seats out of 500 seats, the largest ever votes won by any political 
parties in the history of Thailand. But this is where Mr. Thaksin had reached his 
peak and begun to fall. The popular support during his first term, had emboldened 
Mr. Thaksin to get carried away with his new-found power, and he ran Thailand as 
if it were his own company. Since not all people appreciated the ways Mr. Thaksin 
ran the country, particularly the middle-class of Bangkok, the academics and public 
officials, they began to form opposition against him. Mr. Thaksin was accused of 
going beyond propriety in many of policies such as the changing of tax law to 
benefit his own telecom company, using state funds to enhance his company’s 
business, controlling the function of the country’s anti-corruption independent 
agency so that he would not be subject to any corruption investigation, and so on. 
The sale of his well-concealed shares (an illegal undertaking under the current 
anti-corruption law) in his company, Shin Corporation, to the Temasek Holding of 
Singapore Government in early 2006 for 73 billion baht without having to pay any 
income tax (using a long-established capital gains loophole in the Thai tax law) 
is the last straw that broke his legitimacy as the righteous leader of the country, 
and the opposition against him mounted throughout the year, culminating in the 
seizure of power by a military group on September 19, 2006. The story after this 
is now well-known. 


What had made it very sad for Thailand was that Mr. Thaksin had 
contributed a great deal to the increased income, welfare, and economic security 
of the Thai people, but he also used the increased trust of the Thai people to 
enrich himself, change the country’s systems along his own whims, and stifle 
any opposition against his techniques. The country is now divided abnormally 
into two sides, pro-Thaksin and anti-Thaksin, with no resolution yet in sight. The 
regional difference factors did play into how Thailand’s political development 
has progressed. Since the North and the Northeast together form over half of 
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the population of Thailand, election wins in these two regions always guarantee 
the success in forming a government. The popularity of Mr. Thaksin in the 
North and the Northeast once many of his populist policies began to show 
short-term or immediate effects is such that he will win an election every time 
it is held. The majority of the people in Bangkok and in the South are normally 
in the anti-Thaksin camp but could not mount adequate political challenge to 
Mr. Thaksin’s party and his coalition parties who are also controlling the Center. 
If history in other countries around the world would be any guide, a solution may 
come in a form of civil conflicts that end with one side gaining clear victory and 
again set the path of the national development in a normal way. 


5. Summary, Conclusions, and Prospects for the Future 


In this paper we have addressed the status and problems of chronic poverty in 
Thailand. First, the distinction between general poverty and chronic poverty is 
established, to show that chronic poverty is a special type of poverty where the 
poor are not touched by, or have inadequately benefited from, the growth of the 
economy and government policies, and the prospects of moving away from this 
‘ultra-poverty’ are small or difficult. As such, the decline in poverty incidence 
which has been the trend in Thailand since the early 1960s when Thailand 
launched its first national economic development plan has now slowed to about 8 
to 10 per cent, all of which could be classified under chronic poverty. 


The paper then moved forward to discuss factors that play important 
roles in influencing or affecting general poverty and chronic poverty. We have 
listed economic growth and good macroeconomic performances as probably the 
most important factors explaining the success in the fall of poverty incidence in 
Thailand. These are being supplemented by such factors as the quantity as well 
as quality of education, the benefits of good health in the forms of reduced health 
expenditures and better returns from work due to good physical and mental 
health, the flexible labour market policy that helps workers adjust to the changing 
employment situations, the need for social protection or social safety net as the last 
public support against poverty or chronic poverty. Additional comment is made 
on gender issues in Thailand which, unlike the situations in other countries, is not 
much an issue in Thailand. 
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The highlight of this paper is on the brief description and analysis of the 
three public policies that are supposed to have meaningful impacts on general as 
well as chronic poverty in Thailand. These three public policies are the Universal 
Health Coverage Scheme, the Old Age Allowance Program, and the Village and 
Urban Revolving Fund Program. The intended outcomes in terms of poverty 
reduction of the three policies are mixed, with the Universal Health Care Program 
and the Old Age Allowance Program a clearer winner, with the Village Fund 
Program still uncertain on its good results. The success and failure of these and 
other poverty reduction policies can be attributable to the politics and political 
economy of policy setting in Thailand, especially under the strong influence of 
Mr. Thaksin Shinawatra, a former Prime Minister of Thailand, and his subsequent 
followers. The present political conflicts in Thailand today can be said to be a 
direct consequence of power play between Mr. Thaksin and his detractors. Politics 
aside, Thailand is not without problems in other aspects of development, especially 
the low quality of education achievements in the country, and this lack of quality 
manpower could be a main reason why Thailand could get ‘stuck in the middle’ 
for a long time, unable to quickly move away from the so-called Middle Income 
Country (MIC) trap.!° 


In 2011, this present author was asked by the Asian Development Bank 
Institute, the think-tank of Asian Development Bank, based in Tokyo, Japan to 
comment on a paper by Dr. Somchai Jitsuchon, a well-known economist from 
Thailand Development Research Institute (TDRI), another prestigious think-tank 
in Thailand, on “Aspirations and Challenges for Economic and Social Development 
in Thailand Towards 2030”. While the view and analysis of Dr. Somchai were 
quite impressive, the present author could not help feeling that this is another piece 
of writing that is full of good suggestions, but misses all the pre-conditions of the 
economy or country that must be achieved first before it can move on to other 
aspirations and challenges. In the opinion of this author, there are three deep-rooted 
problems in Thailand that must be corrected first before moving on to a larger 





15 Jimenez et al. (2012) of the World Bank suggested in order not to get ‘stuck in the middle’, 
Thailand (same as Malaysia) should aim at providing universally-available quality education using 
the following policies: first, prioritise budgets to deliver quality and universally-available basic 
education before expanding higher levels of schooling; second, provide appropriate incentives and 
rewards to teachers; third, permit school autonomy and ensure accountability for results; fourth, 
invest in early childhood development; and fifth, consider implementing income-contingent loan 
financing schemes to expand higher education. 
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economic and social aspirations and challenges. These three deep-rooted problems 
are: (1) continuing income and wealth inequality; (2) inefficacy of government; 
and (3) distorted educational system. 


But what are the reasons behind choosing the above three deep-rooted 
problems that Thailand must overcome before moving onto a higher stage of 
development, including removing or eradicating the remaining chronic poverty? 
First, let us take on the problems of inequality. In this paper, we have shown (in 
Table 1) the extent of income inequality in Thailand but without elaboration or 
comment on it. This is mainly not to distract from our main focus on poverty 
issues at first. Now that we have seen poverty in Thailand falling to the point where 
most or all of the remaining poverty is of chronic variety, it is the time to address 
inequality issues. In this paper, we have established earlier on that growth brought 
on increase in average income of the Thai people across the board, and that had 
helped many households to jump over the poverty line into the non-poor territory, 
but we have not mentioned that the Thai growth came about at the expense of 
increasing income inequality in the classic style of Kuznets Hypothesis.'° While 
this fact about the relationship between growth and inequity can be logically and 
empirically accepted, what makes the case of Thailand quite different from the 
situations in other countries is that the severity and persistence of this income 
inequality is much larger in Thailand compared to other countries at the same level 
of economic development. With the Gini coefficient hovering around 0.5 in the 
last 10 years or so, Thailand’s income inequality ranks among the worst in Asia." 


The problems of income inequality do not pose an apparent obstacle or 
threat to the economy if the country continues to grow sufficiently. But if the 
growth and development hit a snag (like the economic crisis of 1997 in Thailand), 
it is those at the bottom of the distribution who will suffer first, and if nothing 
is done to alleviate their hardship, the comparison between the welfare of these 
people and those in the upper level of the distribution who are likely to suffer less 
(or not at all), may bring in political upheaval that can plunge the country into 
chaos. What is more worrying, however, is the fact that income and wealth that 
are concentrated in the hands of the few in the country often lead to economic 


'6 For studies on the trade-off between growth and inequality in Thailand, see, for example, Pranee 
(2002) and Medhi and Kakwani (2003). 
'7 For comparison of income distribution in Asia, see Medhi and Rogayah (2007). 
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behavior that is detrimental to the long-term development of the country, as we 
have seen the onset of the crisis in Thailand in 1997 brought about by the profligate 
and careless nature of speculative borrowing and spending of the ‘new rich’ in 
Thailand. These income divides are also used as a political tool to mobilise the 
dissent of the poor and the lower-income groups who are the majority of the Thai 
people, giving rise to political conflicts in the country at present. This income 
disparity is also a cause of corruption in the public sector because state officials, 
who are often lowly paid, can be swayed by these “new rich’. 


This corruption in the public sector is one of the main reasons for the 
inefficacy of government. As corruption is construed as the transfer of public 
benefits for private gains by state officials performing their designated duties, it is 
easy to see why the general public cannot get full benefits of development because 
a part of these benefits has leaked to corrupt officials. In contrast to many other 
countries in East Asia, Thailand ranks relatively high in the international index 
of corruption perception, and the prospects of this index going higher (i.e. with 
the government becoming more transparent and less corrupt in the near future 
are not good.'* What makes corruption in Thailand difficult to deal with is that 
the government often uses its political power (through majority votes in the 
parliament) to pass laws and regulations that enable or allow the government to 
carry out any public policies that it likes.'!? Even when corruption is not involved, 
government inefficacy can include either not knowing what a right public policy 
should be, or falsely believing that an adopted policy is the right one. Since 2001, 
the Thai public has been proffered with many ‘populist policies’ that have the 
above characteristics from all governments in power for a simple reason that the 
government yearns for political support through the ballot box. When democracy 
rules supreme in Thailand, there is no restraint on what the government can or 
cannot do, regardless of inefficient or ineffective outcome of that action or inaction. 





'8 Tn the last 10 years, the Transparency International, a well-known international anti-corruption 
agency based in Berlin, never gave Thailand the Corruption Perception Index score over 3.8 out of 
10 which is the highest score that can be given to the most corruption-free country. In 2012, Thailand 
ranks 88 from the most corruption-free country in the list of 149 countries around the world. 

'9 A recent good case in point is the government policy to monopolise the rice trade of the country 
where the authority to release the stockpile of the purchased rice belongs to just one man, the minister 
of commerce. This ‘Policy Corruption’ or corruption that is made legal or legitimate has rendered any 
meaningful attempt to fight it practically useless. 
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Certainly in a more developed country, where the people are more 
appropriately educated, citizens’ control (or at least monitoring) of the government 
can be more effective, and the government can hardly have a free rein on its 
unrestrained policy-making power. It is very disappointing that in the last 50 
years, educational expenditures in Thailand always have the largest share of 
annual government budget, yet the quality of Thai education had left much to be 
desired, as shown in the national test scores in Table 6. Earlier on, we have not 
reported another indication of low quality of Thai education. This is the results of 
the OECD Programme for International Student Assessment or PISA Test. Starting 
in 2000, PISA have been given to 15-year-olds students in over 70 participating 
countries every three years, and Thailand is one of these countries. The most 
recent PISA results available are from 2009 where 65 countries participated. PISA 
scores are based on a scale, with students in three quarters of total participating 
countries score between 400 and 600. Among the best performing countries in the 
top quarter, the average scores range between 500 and 550. The poorest performers 
in the bottom quarter score in the low 400s or lower. For Thai students in 2009, the 
PISA scores are as follows: 


Reading: 421 
Mathematics: 419 
Science: 425 


These scores placed Thailand at no. 50 (out of 65). In other words, Thailand 
stands right at the top of the poorest performers in the bottom 25 per cent.’ 


With the quality of Thai education being what it is, it is hard to see promising 
prospects for the future of Thailand as a forthcoming high-income or developed 
country, free from persistent chronic poverty. This is not the place to open up new 
issues for debate. Suffice it to say in conclusion that poverty in Thailand will still 
continue to fall even if there is no specific anti-poverty policy from the government 
as long as the economy keeps growing under good macroeconomic management. 
A good anti-poverty poverty, carefully conceived and executed for the real benefits 
of the poor, without too much distortions in the market, and more importantly, 
without corrupt intention and practices to make private gains out of social benefits, 





20 Thai Woman Talks—Language, Politics and Love, “The Sorry State of Thai Education—Part 3: 
PISA scores and a challenge for the 21st Century, p.2. 
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could help the poor, but these good anti-poverty policies are hard to come by these 
days in Thailand (with the possible exception of the 30 baht health care scheme, and 
the old age allowance program). Many current (supposedly) anti-poverty policies 
are just expensive populist policies to win political support from the majority of the 
unsuspecting Thai people. These policies did help the poor, but help the non-poor 
even more, exacerbating the already gravely unequal distribution of income, and 
creating waste and inefficiency at the same time. It is these policies that we could 
do without in the long-term, more sustainable development of Thailand. 
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BOX 1: ABRIEF NOTE ON POVERTY IN THAILAND 





1. Concept of Poverty 


That poverty is a multi-dimensional concept is beyond dispute. Poverty 
can be looked upon as a state of powerlessness of a person in a normally 
functioning society, as a lack of capabilities of this person to fully participate 
in the normal livelihood of that society, as a deprivation from a normal 
standard of living of the people in that society, or as a lack of acceptable 
culture pertaining to that society. But one of the most powerful concepts 
of poverty is the lack of adequate income to acquire necessary food and 
non-food items for a normal living. Income is important because it reflects 
command over resources: it can be used as a means for a person to get 
what he is lacking. Lack of adequate income, therefore, is a convenient and 
easily understandable concept how people can be classified as poor. 


But how inadequate? Many international organisations involved 
in international poverty comparison such as the World Bank used one US 
dollar or two US dollars a day in equivalent local currency as a minimum 
income to classify the poor from the non-poor. Although attempts have 
been made to make sure that the same purchasing power parity (PPP) is 
applied across countries, differences across countries necessitate a need to 
have a country-specific poverty income that is relevant to the people in 
those countries, taking into account the structure of population, their living 
conditions in specific climate, their eating habits, the availability of food 
and other non-food items and their different prices, and so on. This is the 
main reasons why many countries including Thailand try to establish their 
own country-specific poverty income. 


We want to reiterate that poverty is more than the lack of income. 
Overall, poverty can be understood as the lack of ‘well-being’ which 
is further defined to mean the lack of capability to benefit from seven 
component of normal livelihood. These seven components of well-being 
include ability to receive education, basic health, good family life, safe 
and comfortable working conditions, adequate income, good environment, 
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good system of governance with full popular participation and adequate 
protection of life and property from the state. 


2. How to Measure Poverty 


In Thailand, poverty income has been established since the early 1970s. 
The approach used to establish this poverty income is called Nutritional 
Adequacy Approach. It starts from the establishment of nutritional 
requirements of the Thai people by different age and sex which can be 
summed up in a single caloric intake for each individual. These minimum 
nutritional requirements are then set against the actual food consumption 
of the Thai people in different regions to see it they meet these minimum 
requirements. The prices of these foods are then used to convert the costs 
of these foods into monetary terms. What results is the minimum income 
needed to get these nutritionally adequate food items. This income is 
sometimes called food poverty line. When the minimum income required 
for non-food items is added to this food poverty line, the final result is the 
total poverty line (or simply poverty line). We can compute the average 
poverty line for the whole population or population in different regions or 
locations, but as we have detailed survey data on household income, we can 
actually compute poverty line that is specific to a particular family. 


Once we know how much income an individual must have in order 
not to fall under poverty, we want to know how many of the poor there 
are in Thailand. Another statistical series is needed: the survey of income 
and expenditure of households in Thailand. The National Statistical Office 
(NSO) has been conducting household income and expenditure surveys in 
Thailand since the early 1960s, and these surveys which are now known 
as the Socio-Economic Surveys (SES), are now conducted every year 
for the whole country. Because this survey is conducted from randomly 
selecting households from different regions and locations proportional to 
their population sizes, these samples can be blown up to represent the total 
population by applying appropriate sample weights. In short, we can line 
up everyone in Thailand from the poorest to the richest in a single file, then 
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use our overall average poverty income or poverty line to cut the poor from 
the non-poor. If Q is the number of people below the poverty line, and N 
is the total number of population, then Q/N is the first measure of poverty 
that is most well-known. This is often called a Head-Count Ratio (HCR) 
which shows the proportion of the total population who live below poverty 
line. Multiply this ratio by the total number of population will result in the 
total number of the poor in the country. 


3. Profiles and Causes of Poverty 


The poverty line has enabled us to separate the poor from the non-poor so 
that we can study the socio-economic characteristics of each group to see 
the profiles of the poor and the non-poor which may bring about further 
knowledge on what could be regarded as the correlates (if not the causes) 
of poverty in Thailand. 


Poverty studies in the past several years have shown the following 
important correlates: 


¢ The poor often have larger family size than average, and relatively 
large number of family members often have to be looked after by 
the head of the household. 


¢ The head of this poor household normally has little education. 
The majority of these poor heads has only four years of education. 

¢ They are also to be found mainly in the agricultural sector, working 
and living in villages. Many of these poor heads do not own land 
or have access to the use of land and work as wage labourers. 

¢ The number of older heads of poor households have increased in 
recent years. 

¢ It is often discovered that there are chronic illness and disability 
among members in the poor households. 

¢ The poor often stay in one place, unlikely to move or migrate to 
other places. 
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¢ Different regions exhibit difference characteristics and incidence 
of poverty. The Northeastern region is always the poorest region 
overall, followed by the North and the South. The Central region 
and Bangkok and vicinity are the better-off regions where the 
incidence of poverty is lowest. 


Strictly speaking, it is difficult to say that large family size with 
dependency level, low education of household heads, their health status, 
their choice of occupation in the agricultural sectors, the lack of land 
ownership, and so on, are the causes of poverty because the non-poor also 
exhibit such characteristics. The causation of poverty may go deeper than 
what we have seen from the above findings of poverty studies. Nevertheless, 
the above poverty correlates can give us some ideas on the policy responses 
to correct or reduce poverty problems. 


4. Policy Responses to Poverty Problems 


Discussion on policy responses to poverty problems in Thailand could 
be made easier by our first grouping the correlates or possible causes of 
poverty referred above into two categories: (a) poverty on the demand side, 
and (b) poverty on the supply side. 


(a) Demand-Side Poverty 


In this first category, poverty is associated with, or caused by, the 
demographic or socio-economic characteristics of the poor themselves. 
For example, they have little education, are in poor health, have large and 
dependent family, select or engage in occupation that yields insufficient 
returns, and so on. In this case, the principle of policy response in general 
would be to correct or improve these demographic and socio-economic 
conditions pertaining to the poor so that they are in a better position to get 
more or better income or returns from their stock of human capital. 
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(b) Supply-Side Poverty 

Poverty can be caused, not by the lack of appropriate quality of human 
capital of the poor alone, but also by failures in the market systems as 
well as failures from government policies. The environment surrounding 
the poor can bring about supply-side poverty in the form of inadequate 
or low-quality productive inputs or their lack of access, distortion or 
discrimination in the markets against the poor, shortage or inefficiencies of 
public services to the poor, low returns for their production and services, 
and so on. 


Under the framework of two groups of poverty mentioned above, policy 
responses can be designed to provide the two-pronged attack on the above 
poverty. Three general principles of poverty reduction can be considered, 
namely: 


(1) General Economic Growth and Macroeconomic Stability 


General economic growth provides an excellent condition for the poor to 
increase their income generally through increased employment and higher 
returns to their productive services. But this growth must occur within 
a framework of macroeconomic stability with low inflation and stable 
domestic and external balances. Development in various economic sectors 
should also be balanced and well-coordinated so that we do not have weak 
sectors that slow down other sectors, or strong sectors that could go astray 
if not properly monitored or regulated. 


(2) Specific Anti-Poverty Policies 

While general growth can bring about higher income and reduce poverty, 
economic growth alone may not be sufficient. Specific anti-poverty 
policies targeted towards the poor themselves may be needed. These 
specific anti-poverty policies includes policies that raise the values of 
the stock of human capital such as more education, better skills, better 
health, and general increase in individual or personal human capacity, 
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and also policies that general better working conditions or environment 
favourable to the poor in their work or livelihood such as opportunities 
to increase productivity of their work, improvement in access to quality 
inputs, better marketing opportunities and better prices, improvement in 
delivery systems of government services, and so on. 


(3) Safety Net Programs for the Poor 


When general economic growth and specific anti-poverty policies still fail 
to lift the poor from poverty, the society and economy must have in place 
a safety net program that provides temporary or short-term supports to the 
poor to enable them to cope with their short-term problems. Food, clothing, 
primary health, and shelter are some of the basic necessities that the poor 
in any society or economy must be provided either by the state, the private 
sector, or the civil society, or all of these. 





Source: Medhi (2003c). 
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Box 2: Recent History of Social Assistance in Thailand 





In a market-oriented, free-enterprise economic system like Thailand, 
people are expected to look after their own welfare. Generally speaking, in 
a perfectly competitive economy, people will be rewarded or remunerated 
according to the value added that they have put in or created in the 
economy. The role of the state or government in this respect would be 
to maintain an open, fair and equal economic system and ensure that 
everyone knows his or her rights and duties in dealing with one another. 
Often, however, the market fails to generate this fair and open economic 
system, and some people suffer from market imperfections, distortions and 
discriminations that resulted in poverty and inequity. When this happens 
the government is partly to blame for this because it is its duties to correct 
these market failures and help those who could not help themselves. The 
government may encourage the people to protect themselves socially 
by enrolling or participating in a privately-run or nationally-run social 
security system where the nature and amount of protection depends on the 
amount of contributions to the program. Those who cannot participate in 
the system, or are left out of the two-way, quid pro quo, system will fall 
into the social assistance program of the government where the one-way, 
grant system will work. The government may have a permanent social 
assistance system where its citizens are guaranteed a minimum level of 
well-being usually measured by the maintenance of a minimum income 
level, or an ad hoc social assistance system where help is provided on a 
temporary or case-by-case basis. The ability of the government to provide 
a permanent social assistance system is often a reflection of its developed 
status whereas developing economies can only provide ad hoc social 
assistance system. 


In Thailand there is no permanent income maintenance program. 
The two-way compulsory social security system became operational only 
less than 20 years ago when the government passed a law requiring large 
firms (with 20 or more workers) to participate in the state-run social security 
system. This social security system which covers illness or death in and 
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out of the work places, maternity leaves, death and disability was later 
extended cover old age pension and unemployment benefits as well. The 
public sector itself has recently (since 1998) converted its pension system 
from full state-support pension system to private-support insurance-based 
pension system whereby new and most public servants who are already 
working in the government bureaucracy are enrolled in the Pension Fund 
for Government Officials. Many large private firms and institutions have 
also operated their own private pension systems. Of all the labour force 
in Thailand at present (about 33 million economically active persons), 
the number who have come under these public and private social security 
systems is still small. That leaves the government-run social assistance 
system a major safety-net program for the poor and the needy. 


The public-support social assistance programs in Thailand can be 
divided into 3 categories. The first is the cash transfer programs where 
assistance in the form of cash is given to the eligible. The second category 
is the in-kind transfer programs where in-kind assistance or services 
are provided to those who are eligible. Finally, the third category is the 
income-generation programs where assistance mainly in the form of cash 
is given to those who participate in a given income-generating activity. 
Examples of these programs may be given as follows: 


(a). Cash Transfer Programs 


The Department of Public Welfare (DPW) in the Ministry of Labour and 
Social Welfare (MLSW) prior to the public sector reform in 2002, or in 
the Ministry of Social Development and Human Security after the reform, 
currently operates several cash-based assistance programs in Thailand, 
but two of the most well-known of these programs are (1) the direct cash 
assistance to needy families in poverty; (2) the monthly cash assistance to 
the elderly without other means of support; and (3) village community fund 
of 12,5000 baht each to be administered by village welfare committees to 
help poor village residents. On the first program, the DPW has set up village 
welfare committees in almost 60,000 villages throughout the country 
to help its DPW officials at the district level to administer emergency 
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assistance to villagers who are in dire needs of help such as when struck 
by natural disasters or serious accidents. The amount of help is limited and 
the frequency of this help is also limited. The assistance under the second 
program is more regular and more established. Here, village elderly who 
are 60 and over and without support from their kin or relatives will be 
given a monthly stipend of 300 baht to help support their livelihood in the 
village.’ As for the third program of lending up to 12,500 baht to poor 
and needy individuals or families for investment purpose (with no interest 
charged), the village committee will decide on the worth of the proposal or 
request. But since there are many proposals or requests, the amount actually 
lent out was quite small. 


(b). In-Kind Transfer Programs 


Before the advent of the 30 baht medical assistance program under Thai 
Rak Thai Party-led government in 2001, two programs under this category 
of social assistance were already in operation. These are the Free Medical 
Service for the Low Income (FMSLI) Program and the School Lunch 
Program (SLP). The first program which comes under the jurisdiction and 
operation of the Ministry of Public Health (MPH) gives free medical cards 
to eligible low-income or poor persons or families who can use these free 
medical cards to get medical services at government hospitals or health 
facilities for free for one year. Each year the system is renewed and a new 
batch of eligible card holders will be selected. The selection criteria are 
based on the person’s income or income of the family. Currently the eligible 
income level is 2000 baht per month for an individual and 2,800 baht per 
month for a family. Only a few billion baht of budget is earmarked for this 
type of public spending each year while the number of eligible individuals 
and households is very large. So, some rationing of available cards among 
villages is inevitable. And within each village, villagers may have to 





?1 This 300 baht stipend has just recently been increased from 200 baht per month which 
was in existence for more than 10 years. 
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compete with one another to get the cards. The village headmen usually 
have full authority to decide whom they could give the cards to. 


On the SLP, the Ministry of Education (MoE) is in charge of this 
program. The original idea was to use this public fund to help undernourished 
children in village schools (measured by the low weight of these school 
children) to get adequate food. But since these target population was quite 
small compared to children from poor families, the objective of the SLP had 
changed to provide free school lunches for children from poor families in 
top of underweight children. The selection process of the target population 
in this program is even less uniform as the teachers in each school arbitrarily 
decide which families are poor and which children could join the program. 
The cost of each meal is about 5 baht which is quite small for a good and 
nutritious meal, but with more than 2 million students eligible throughout 
the country, there is certainly budget limitation to carry out this program 
effectively. 


(c). Income-Generation Programs 


There are two target groups for this kind of social assistance spending. 
One is the poor group who will be eligible to take part in a special 
income-generation project while the other is the population at large who 
can also apply. An example of the income-generating project for the poor 
is the so-called Poverty Alleviation Project (PAP) administered by the 
Department of the Community Development (DCD) in the Ministry of 
Interior (Mol). The DCD started this project in 1993 with an aim to give 
an interest-free loans to poor households as seed money for investments in 
income-generating activities. An amount of 289,000 baht is given to each 
village whereby households with incomes less than 5,000 baht per person 
per year can borrow without interest. By 1995, more than 2.8 billion baht 
had been advanced to support income-generating activities in about 10,000 
villages. 
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Since 2001, however, this income generating program has been 
overshadowed by a much larger One Million Baht Village Fund program 
initiated by the government of Mr. Thaksin Shinawatra. Although this 
Village Fund Program is to give small loans to villagers to be used to 
increase their farm production, and not as compensations for their work or 
specific employment, it can be said that these loans, when put to good use, 
produce profits that can be used as income. 





Source: Medhi (1999). 
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FISCAL DISCIPLINE IN THAILAND: 
IS THE THAI GOVERNMENT CLEVER OR JUST LUCKY? 


Medhi Krongkaew* 


1. Introduction 


Thailand is well known for many things besides its food. It is the only country in 
Southeast Asia never to be colonised by any Western powers. Its modern economy, 
at one time, was known to be the fastest growing in the world.' Unlike most other 
countries, it has only one large primate city, Bangkok, with its well-known urban 
sprawl (and traffic congestion!). It is now at the centre of one of the most promising 
new development areas in the world, the Greater Mekong Subregion (GMS). 
On a lesser known side, Thailand has also achieved a good reputation regarding 
how its government has been handling the country’s fiscal matters. The widely 
accepted image (by such organisations as the World Bank, the IMF, or ADB) is 
that the Thai government ever since the launch of its first economic development 
plan in 1991 has been very prudent and cautious about how it spends its public 
money, commits itself to large expensive public projects, or goes into debts, both 
domestically and externally. In so doing, the Thai government has helped Thailand 
avoid costly mistakes in terms of overspending, wasteful White Elephant public 
projects, damaging foreign indebtedness, and general ‘government failures’ that 
afflict many developing countries in the world. 





Director, Institute of East Asian Studies, Thammasat University, Bangkok, Thailand. This paper 
was prepared for the Economic Development Institute of the World Bank, May 1997. 


' During the period 1988-90. For a summary of the development of the Thai economy, see Box 1. 
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This ‘fiscal discipline’, as it is often called or referred to, is something 
which we hear all the time when public finance specialists talk about Thailand and 
the Thai case. It is fiscal discipline that stopped the Thai government from getting 
into deeper foreign debts when the country experienced external imbalances due 
mainly to the second oil price increase in the early 1980s. It is fiscal discipline of 
the Thai government that price stability of the country was maintained at the height 
of economic boom in the latter half of the 1980s. It is fiscal discipline that keeps 
big spending politicians at bay. Certainly this concept of fiscal discipline is not 
a simple condition or rule that, once said, everyone has the same understanding. 
Eventually we need to define the term fiscal discipline and specify the scope 
of its meaning, but it is interesting all the same to explore various nature and 
characteristics of fiscal discipline: what possible variations it consists of; how it 
is created; and for whom the benefits of successful fiscal discipline have accrued. 


The main purpose of this paper, therefore, is to examine and analyse 
fiscal discipline in Thailand. It wants to do so not only to inform the readers 
of what is going on in Thailand, but also to generate points and issues that are 
conducive to further debates and discussions. Section 2 takes a given definition of 
fiscal discipline and recounts the institutional framework that gives rise to fiscal 
discipline in Thailand. Section 3 discusses how the Thai government was forced 
to maintain fiscal discipline in its actual implementation of expenditure policy. 
This is of course the ‘pro’ side of the government achievement in maintaining 
fiscal discipline. The ‘con’ side of fiscal discipline, that is to say, the doubts or 
questions raised against policy measures that are often regarded as reflections of 
fiscal discipline of the government is discussed in Section 4. Section 5 discusses 
the trends of public expenditure in Thailand under close scrutiny and monitoring of 
the Thai government. Finally, Section 6 looks at several possible lessons that can 
be learned from the Thai experience, which could be replicated in other developing 
countries. Several boxes contain information on the Thai economy, the definition 
of fiscal discipline, the system of public budgeting, and some analysis of Thai 
fiscal policy. 
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2. Instruments of Fiscal Discipline 


Readers who are not familiar with Thailand and how its public budget is organised 
and approved can find necessary information in Box | and 2. This Section directly 
tackles the question: What is a most pertinent definition of fiscal discipline in the 
Thai case, and how this fiscal discipline is being enforced or implemented? The 


following conditions define fiscal discipline in the case of Thailand: 


a) 


b) 


c) 


d) 


e) 


g) 


h) 


i) 


j) 


The government aims at balancing the budget as the top priority in 
maintaining fiscal discipline. 


The size of the budget and the decision to spend it are determined by the 
prospects of public revenues. 


In the event of fiscal deficit, the decision to borrow and the size of 
borrowing are strictly controlled by law. 


Borrowing to finance fiscal deficit must be from domestic sources only, 
never from overseas sources. 


Foreign borrowing is constantly monitored and will stop or slow down 
when there is a small sign that servicing it might be a problem (even 
when such borrowing does not violate the legal limit). 


Government agencies may receive and use some external funds without 
the scrutiny of the legislature, but when they are repaying such debts 
they have to inform and ask authorisation from the legislature. 


The government is quick to order cuts in public budget when there is 
a slight indication that the public revenue collection will fall below 
estimates, even when such public budget is already allocated and being 
expended. 


In the event of fiscal surplus, the decision to spend the surplus is usually 
debated over a long period of time. 


There is little concern over the accumulation of treasury reserves (surplus 
of total public revenues over expenditures at a given point in time); its 
increased size does not necessarily trigger spending move. 

Government line agencies usually do not spend all their allocated budget 
during the budget year, effectively reducing the threat of fiscal deficit in 
the case of shortfall in revenue collection. 
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We will have an opportunity to analyse these conditions later. Obviously, 
some do not see the above as discipline at all, but lack of it (such as condition (f) 
when the use of some foreign funds does not have to go through the scrutiny of 
the legislature). But we want to discuss first the instruments of fiscal discipline: 
What or who gives a power to enforce this fiscal discipline? 


It is widely believed that, in the case of Thailand, a major instrument of 
fiscal discipline is found in a special law that was enacted in 1959. This is the 
Budget Procedure Act of B.E. 2502 (A.D. 1959). There are long stories behind 
the successful passing of this law. It all started in 1957 when the Thai government 
at the time under the prime ministership of Field Marshall Pibulsongkhram had 
asked the US government for help in designing a new budget office and budget 
system for Thailand, and the US government sent a team of experts from a 
consulting firm in the US called Public Administration Service (PAS). At that 
time, the budget office was a division in the Department of Comptroller General, 
Ministry of Finance, and it operated as an expenditure planning unit alongside 
a much larger expenditure accounting unit in the same ministry. This budgetary 
system apparently followed the British system where tax and expenditure 
activities are undertaken in the same ministry. But the PAS was in favour of the 
American system of budget where the spending authority is located in the Office 
of Management and Budget which comes under control of the President, not the 
Department of Treasury which looks after other public revenue matters. The PAS 
was of opinion that for a developing country like Thailand to develop quickly, it 
needed a strong executive leader and a close and strong budgetary instruments to 
support him. As a result, one of the recommendations regarding new budgetary 
institution for Thailand was to remove the budget division from the Department 
of Comptroller General and form a new organisation call the Bureau of the Budget 
(BOB), a government organisation of the departmental level directly under the 
Prime Minister’s Office. 


There was a bit of a debate in the government circle about the propriety 
and suitability of this move. Despite the British educational background of many 
high-ranking officials of the Ministry of Finance at that time, the PAS idea and 
recommendation were supported, and the establishment of the BOB had become 
one among many innovative institutional changes that took place in Thailand in 
preparation for the launch of the country’s first national economic development 
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plan in 1961.’ The passing of the Budget Procedure Act of 1959 coupled with 
the establishment of the BOB as a new central budget office of the government 
shaped a new way the Thais would prepare and administer its public expenditure, 
the legacy which is still evident today. 


It may be interesting to note that, unlike many other laws, this Budget 
Procedure Act of 1959 was never repealed. It was amended six times during its 
more than 37 years of life—the last amendment took place in 1994, with the main 
features still intact. Let us look at some of the critical provisions in this law (in 
plain language) that give rise to the discipline in public spending in Thailand. 


¢ Article 9: If the projected revenue is less than requested expenditure, the 
government must explain how to finance the deficit to the parliament. 
And if there is a surplus, the government must explain how to best use 
the surplus. 


¢ Article 9, Section 2: In case there is a budget deficit and the government 
would like to finance it through borrowing, the Ministry of Finance will 
have the power to borrow as deemed necessary but the amount borrowed 
in one year must not (a) exceed 20 per cent of the annual budget planned 
for that year, plus (2) 80 per cent of the budget earmarked for debt 
repayment. 

¢ Article 23: Neither government organisation nor state enterprises will 
be allowed to spend the money or incur debt until their budget allotment 
requests have been approved by the BOB. 

¢ Article 23, Section 2: Unless specifically mentioned, the power to borrow 
and to guarantee public debt rest only with the Ministry of Finance. 





> One of these high-ranking officials was Dr. Puey Ungphakorn who was trained at the London 


School of Economics and familiar with the British system of budget. Dr. Puey was appointed the 
first Secretary General of the BOB and was instrumental in drafting of the Budget Procedure Bill 
which was passed into law in 1959. Many institutional changes could be made practically overnight 
because the country was run under military dictatorship of Field Marshall Sarit Thanarat who seized 
power from Field Marshall Pibulsongkhram in late 1957. He ran his country forcefully (to some, as 
a benevolent dictator) until his death in 1963. 
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¢ Article 23, Section 3: Most state enterprises wishing to borrow for 
investment purpose must submit their investment plans to the National 
Economic and Social Development Board (NESDB) for approval first, 
and their plans must also be approved by the ministers in charge of those 
state enterprises, and when the investment is large, by the cabinet. 


¢ Article 26: Any public officials who violate these provisions will face 
not only disciplinary and criminal actions, but also must pay back all the 
money misused or used without proper authorisation. 


From the above articles, one saw the names of three government 
organisations critically involved in the preparation and execution of the Thai 
budget, the BOB, the MOF, the NESBD. This is to be joined the fourth organisation, 
the Bank of Thailand (BOT), the Thai central bank. As the government’s banker, 
the BOT controls the disbursement of approved funds. And because it has the 
power to conduct monetary policy of Thailand (regulating money supply, interest 
rates, foreign exchange transactions, and issuing of bank notes) separately and 
independently from the MOF (which is in charge of fiscal policy), it is not difficult 
to see how important the BOT will be in this public expenditure management and 
control. These ‘Gang of Four’ as they are sometimes called (not so much with an 
air of mistrust or dislike, but of respect and awe) have managed to keep the Thai 
public expenditure system in shape and in check, as will become clearer later. 


One often wonders how the Thai bureaucrats such as those in the ‘Gang of 
Four’ manage to be so powerful, and could function effectively in the country like 
Thailand. Two sets of explanations may be offered: one is the legal foundation of 
the bureaucratic power, and the other is the weakness in the present parliamentary 
system. On the first set of explanation, the fact that Thailand has never been 
colonised, it could adopt a mixture of Western legal and administrative systems to 
suit its needs at the time. It has adopted essentially French system of civil law code 
which emphasises strong, autonomous, and centralised bureaucracy, but British 
system of government where the executive power is drawn from the legislature 
and must be accountable to it. In reality, however, because the legislature is usually 
weak and incompetent, the executive branch dominates over the legislative branch 
of the government. 
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To give just one example of the strength of Thai bureaucracy, Thailand’s 
administrative law code makes the bureaucracy autonomous from legal challenges 
and other extra-bureaucratic pressures. One important feature of this administrative 
code is that the code gives enormous power to the ministers and permanent 
officials to subordinate or make selective utilisation of legislations under their 
control. Normally the acts of parliament will grant general authority to appropriate 
agencies whose officials then issue a hierarchy of regulations and notifications 
based upon such authority. It is not difficult to see, therefore, that these officials 
have a great deal of discretion and leverage in utilising this authority. Examples 
of these laws are the Export and Import of Commodities Act, B.E. 2522 which 
contains only 25 articles, but has enabled the Ministry of Commerce to issue 5 
regulations and 100 ministerial notifications, or the Customs Tariff Act, B-E. 2503 
which contains 13 articles, but has enabled the Ministry of Finance to issue more 
than 300 ministerial notifications. (Rangsun, 1989, p. 99) 


The second set of explanation points to the weakness of the present 
parliamentary system of Thailand, and as such it could not perform its function 
as an effective maker of public policies. There are many reasons for this. First of 
all, the power of the elected House of Representatives is often countered by the 
power of the appointive Senate. Although the constitution always sides with the 
eventual power of the House, the uncooperative Senate could always delay the 
policy making process. Secondly, members of House of Representatives are often 
prohibited from proposing a bill individually. Often, a bill must be proposed by 
a group of members or by the cabinet (especially if it is a financial bill). Thirdly, 
members of parliament have the power only to cut budget appropriation, not to 
increase it. Fourthly, it is the tradition of the Thai parliament to send important bills 
to ad hoc parliamentary subcommittees rather than to standing committees already 
in existence. This provides an opportunity for the executive branch to bypass the 
ordinary legislative committee systems in the screening of important bills. Coupled 
with the traditional poor image of members of House of Representatives (who are 
often accused of getting into offices through vote buying, of unscrupulous voting 
behaviour in the parliament, and of other personal misbehaviour), the effective role 
of the House of Representatives as the key actor in the supply of public policies is 
still something waiting to happen. 
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3. Fiscal Discipline a la Thailand 


Equipped with a powerful law, working in the conditions of strong bureaucracy, 
with capable bureaucrats on fiscal and financial matters, and the political system 
that biases in favour of the executive branch, the Thai government proceeds to 
impart its fiscal duties of collecting taxes and spending public money. Under 
various definitions of fiscal discipline, it seems that the Thai government has 
managed to stay very close to prudent budget norms, that is to say, decide on what 
to spend carefully; no big projects without thoroughly vetting all options; balance 
the budget if possible; if not, borrow carefully and wisely; monitor the use of funds 
closely; and so on. The composition of strong bureaucracy and strong executive 
branch of government may have helped contributing to the above situations. But 
it does not mean that everyone is in favour of that. Some would like to see the 
weakening of state bureaucracy, and some would like more transparent actions of 
policy makers which often work to weaken their discretionary power. The recent 
rise of the private sector as a player in public policy making in Thailand works 
in that direction, so much so that the situation in Thailand in the 1990s could be 
called the state of ‘liberal corporatism’.* 


It is perhaps more illustrative if we look at the actual episodes depicting 
discipline of the Thai fiscal authorities. We could do that by following fiscal 
activities of the government at each stage of the budget cycle, starting with budget 
preparation, then budget adoption, budget execution, and finally budget control 
and evaluation. 


Budget Preparation 


The size of the next year budget is of paramount importance here. The four 
responsible organisations mentioned above will meet together each year to decide 
on how large the next budget will be. It is often speculated that two important 
considerations enter their ways of thinking. First and foremost is the expected 
or projected public revenue collection. This projected revenue collection will be 
the basis upon which the next-year budget could be structured. Based on this, 


3 See, for example, Anek (1993). But despite this strong challenge from the private sector against 


the traditional power of the bureaucracy, the Thai bureaucrats could still maintain its hold on power 
if they wanted to. See a counter-argument on the liberal corporatism in Medhi (forthcoming). 
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the next-year budget could be a balanced budget or a deficit budget of a given 
size and a given method of financing. The second consideration is the need for 
the government to intervene in the market, whether the current market situations 
would call for more, or less, public spending, how fast or how slow, and so on. This 
is a reflection of macro-discipline that we talked about in Box 2. As these fiscal 
authorities are known for their conservative handling of fiscal affairs, the budget 
ceiling tends to be on the understated side more than on overstated side. Whenever 
there is even a slight hint that the projected revenues may not be realised (such as 
fall in exports causing sharp drops in corporate and individual taxes), these fiscal 
authorities tend to adjust the budget ceiling downward immediately. Normally, the 
government leaders do not interfere in the setting of budget ceiling, but recently 
they were cases where these government leaders have pressured these budget 
ceiling working group to increase a certain type of public expenditures for some 
political benefits. 


When the government of Field Marshall Sarit Thanarat created the BOB 
and adopted a new budget technique, the budget system used was line-item 
budgeting. This is easy and well-liked by politicians who control the passage of the 
budget bill in the parliament. Line-item budget is of course inefficient and does not 
serve the purpose of budget being the instrument of fiscal policy. So, in 1982, the 
budget system of Thailand was changed again from line-item budget to Planning, 
Programming Budgeting System (PPBS). This change was again helped by PAS 
and fashioned along the budget system used in the US since 1968. The new budget 
system called for the setting up of program structure, meaning that from then on, 
various governmental activities which supported the same objectives would be 
grouped together so that the linkages between these various activities would be 
clearly seen no matter whether those activities belonged to the same department 
or not. This type of budget structure would of course help an administrator or 
decision-maker in planning, setting up regular work plans, allocating funds and 
final evaluation. In the new budget document which became known as budget 
according to the structure of the programs, activities would be divided into sector, 
subsector, program, subprogram, and projects with objectives clearly identified. 


Theoretically, this change-over not only enhances the efficiency of overall 
government spending, but it also reinforces the fiscal discipline of government 
agencies because they need to be more careful first about what they should spend 
on, and later making sure that the planned objectives are reached or fulfilled. 
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Although the complete PPBS system was never fully adopted and implemented 
in the Thai case (no country has), the attempt by the BOB should be commended, 
because many believe that this is a change in the right direction. 


Budget Adoption 


The present Constitution of Thailand stipulates that : Government expenditure can 
be made only when allowed to do so in the budget law, the budget procedure law, 
law governing budgetary transfers, or law concerning the use of treasury reserves. 
What this means is that the power to spend by the government is only given by 
the act of parliament, reflecting the consent of the majority of the people. But 
it is paradoxical, perhaps, to observe that the passage of the budget bill in the 
Thai parliament depends on the wish and intention of the executive branch of 
government more than the wish and intention of the legislature. As a rule, the 
government controls the majority of votes in the House of Representatives. So, 
with party discipline, once the cabinet decides on a particular budget, its passage 
can be taken for granted. In the first reading when the budget bill is submitted 
to the parliament by the prime minister, the House can vote to accept or reject it 
without changing the budget size. In the second reading, members of parliament 
can propose a cut in the submitted budget, but not an increase in budget size. 
As a matter of rules, when the draft budget bill has passed the parliamentary 
budget scrutiny committee, the likelihood of its being changed again is small. For 
some, the above is an indication of discipline because the politicians (members of 
parliaments) are effectively prevented from usurping the well thought out budget 
plan by the budget executives, which is in a way, true, but for others, this practice 
has downgraded the legislature. Who is right? Who is wrong? We will have more 
to say on this later. 


Budget Execution 


Even when the budget bill is passed, and each department is entitled to draw on 
the allocated appropriations, the money is not easily taken out. As stipulated in the 
budgetary procedure, each department must prepare three budget allotment plans 
at 4 months interval, and submit them to the BOB for approval before the public 
money can be released. No doubt, this measure enhances or increases the power 
of the BOB, but it also encourages each department to maintain their activity 
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timetables and the pace of overall development, or, in short, be disciplined about 
their spending. 

Perhaps one of the most important measures to enforce discipline at the 
budget execution stage is the restriction on public borrowing to finance budget 
deficits (Article 23, Section 2 of the Budget Procedure Act, 1959). This legal 
restrictions had worked many times in the past 3 and a half decades. One of the 
most drastic events where these legal restrictions actually saved the country from 
future hardship was during the early 1980s when the economy suffered from 
the Second Oil Shock and difficulties in its external sector. The government 
was tempted to get into heavy foreign debts to relieve the pressure of balance 
of payments problems, but the fiscal bureaucrats and technocrats resisted and 
insisted on following the Budget Procedure Act strictly and won. The growth 
slowed and financial assistance came from the IMF instead in exchange for some 
forced structural adjustments. But the debt crisis was averted. There was only one 
incidence or episode where the government became undisciplined and got away 
with otherwise unwarranted foreign debt. This happened in 1977 when the plan 
to purchase arms of the military-backed government was thwarted by this Budget 
Procedure Act 1959. So it enacted a brand new law enabling the government to 
buy arms just for this time. 


Budget Control and Evaluation 


The fiscal discipline in this area may be something left to be desired. Yet the 
stringent adherence to general bureaucratic regulations by financial personnel 
of most government departments had made sure that the public money is spent 
properly, the procurements are conducted openly and legally, and the spending 
records are filed correctly. The National Audit Office which used to be concerned 
only with the accounting correctness of spending activities has started to be more 
concerned about the outcome of such spending whether it had contributed towards 
stated spending objectives. 
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4. The Flip Side of Fiscal Discipline‘ 


It is clear from the above that the Thai government has succeeded in maintaining 
fiscal discipline in its handling of public expenditure policy, and this often means 
that the government is always cautious about making large public expenditures, 
about borrowing from abroad, and about making some drastic reforms. Those 
actions may be interpreted in somewhat different ways. Cases concerning large 
public expenditures, public borrowing, the power of the BOB, and the power of 
other fiscal institutions will be discussed in turn. 


Large public expenditures 


Seen in good light, several large public expenditure programs in Thailand may take 
a long time before they are adopted and spending begins. This is mainly because 
the authorities involved may be very cautious about making decision to go ahead 
with the projects. Studies after studies and consultations after consultations may 
be conducted to make sure the projects yield the expected net benefits. In so doing, 
Thailand is spared the costly mistakes of spending on large projects which may 
turn out to be less than useful and a drain on public resources. There are fewer 
‘white elephant’ projects in Thailand simply because of this general cautiousness 
of the Thai authorities. 


Seen in bad light, however, this over-cautiousness can also be costly. 
Indecisiveness in making decisions and numerous delays in doing so could 
compound the cost of the projects so that once the final decision is reached, 
the cost can be much higher. A good case in point is the decision to operate the 
National Fertiliser Company, and to a lesser extent, the decision to build the second 
international airport at Nong Ngu Hao in Southeast of Bangkok.*> Moreover, the 
decision to invest in a large project bit by bit may forfeit the benefit from the 
economy of scale and the momentum of the critical mass. The Eastern Seaboard 





This section draws mainly from Medhi (1996). 


5 The plan to build this second international airport was conceived in the early 1970s. More than 20 


years have passed and still no second international airport. The cabinet decision to build this second 
international airport still holds, but the costs have increased many fold. Occasionally, the ministers 
in charge of the project in various governments will come out and say that they want to move the 
second airport to a new site. This usually creates furore as to the motive behind such a move. The 
debate that ensues further delays the construction of this airport. 
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Development project fits this category of too little investment for too long so 
that the local economy does not benefit fully from the scale economy and a large 
critical industrial foundation. 


Yet, there are cases where the government made its decision on large 
investment projects (at least at the level of cabinet meeting) based only on a 
2-page proposal. Obviously, cabinet decisions can be made on the strength of the 
project’s feasibility or profitability as well as on the strength of the desire of a 
cabinet member or members. Overall, therefore, whether large public projects get 
start too slowly or too quickly depends on various institutional circumstances and 
arrangements. Up until now, it seems that the circumstances surrounding the role of 
the state in large investment projects have been on the side of project cautiousness, 
thus contributing to the popular image of fiscal discipline. 


Public Borrowing 


But one thing is certain, however. The governmentis less likely to decide on a project 
if it feels that it lacks necessary funds. To finance a project through borrowing, 
especially external borrowing, is something most government leaders often seem 
to be very careful.® This type of fiscal discipline is in fact prompted by a legal 
provision in the Budget Procedure Act, 1959 as referred to earlier. However, if the 
above borrowing is internal borrowing, then, according to some economists, it does 
not involve outflow of resources across the border and has no meaningful effect 
on intergenerational debt transfer. What is more important is external borrowing 
which can affect macroeconomic management and the international credit ranking 
of the country if its debt servicing has run into problems. The general rule is that 
the country should not borrow more than its ability to service its debt, and in turn, 
the ability to service its debt depends, in part, on the proper use of the foreign loans 
to generate profitable returns to the economy. Again, there is a legal provision 
for the ability to borrow from abroad of the Thai government. The Ministry of 
Finance External Borrowing Act of B.E. 2519 empowers the Ministry of Finance 
to borrow from four external sources, namely international finance organisations, 


6 But once the decision to borrow was made, the officials in charge of foreign borrowing just love 


to go abroad to sign the contract, whether it is the World Bank, or ADB, or OECF, because they will 
be well taken care of by the lenders. 
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foreign governments, financial organisations of foreign governments, and private 
external sources of funds with an important provision that the total borrowing in 
any given budget year will not exceed 10 per cent of the total budget for that year. 
If necessary, the cabinet is empowered to set a specific limit to external borrowing. 
For example, during the period of external debt crisis during mid- 1980s, the cabinet 
had set the limit of external borrowing of the government to no more than US$1 
billion a year. 


The Power of the Bureau of the Budget 


Fiscal discipline in the Thai government setting can be said to be the result of 
strong legal power given to the director of the Bureau of the Budget in the Budget 
Procedure Act 1959, and other practices of budgetary allocations. Article 6 of 
the Budget Procedure Act, for instance, empowers the Director of the Bureau of 
the Budget to call upon all government agencies to submit their budget requests 
according to the forms or formats to be given or decided by him. Moreover, it also 
empowers him to analyse the budget and spending patterns of each government 
agency, to determine, increase or reduce the budget allotments as deemed 
appropriate, taking into account the financial condition of the country. Although the 
Act does not explicitly state that the Director (or the person designated by him) has 
the power to cut the budget requests from government agencies, the usual practice 
is that all budget requests must pass through the scrutiny of appropriate officials 
of the Bureau of the Budget (acting on behalf of the Director) and substantial cuts 
can be made here.’ 


Again, seen in good light, the substantial power of the BOB in budget 
cutting can act as a deterrent to extravagant spending of government agencies. 
This is an effective budgetary procedure to keep overall government spending in 
line, an indication of fiscal discipline. Seen in bad light, however, this substantial 
power can backfire and cause unjustified reduction in an otherwise useful spending. 
Imagine a case where a complex budget request is cut by an inexperienced, 
junior BOB staff because he or she does not know much about the nature and 





7 And this power is derived from the fact that the BOB has the responsibility to submit the budget 
proposal to the cabinet for preliminary approval before submitting it to the parliament for final 
approval. Those government agencies not submitting to the BOB rules would find themselves in a 
very precarious position indeed. 
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implication of the request. Of course, the standard procedure does provide for 
budget appeal and renegotiation, but frequent appeals and explanations waste 
time and energy. What is more important is when the Director of the BOB himself 
yields to political pressure to plan or secure a budget in a certain way to serve 
some political purposes.* This can be dangerous and indeed can erode the fiscal 
discipline of the government.’ 


The Power of Other Fiscal Institutions 


While the above accounts for the power of the BOB in shaping the annual budget 
of the Thai government, a question may be asked as to the power of other fiscal 
institutions in enforcing fiscal discipline in the Thai budget. Of course it is well 
known that there are four fiscal organisations involving in the setting up of 
budget ceiling for each budget year. These four agencies are the BOB, the Bank 
of Thailand, the NESDB, and the Ministry of Finance (usually represented by 
the Fiscal Policy Office). Apart from the BOB with its unique role in enforcing 
fiscal discipline as mentioned earlier, other organisations do have their own roles 
in promoting fiscal discipline. The NESDB has a broader role of specifying the 
direction of the economic development and public spending that may bring about 
the desired results. The Bank of Thailand is mainly concerned with the monetary 
stability of the country and will keep its close watch on money supply, credit 
creation and inflation. The budget ceiling that is agreed by the BOT signifies its 





8 Arecent case in point is when the Deputy Prime Minister and Minister of Education in the present 


government of General Chavalit Yongchaiyudh was authorised to lead a group of 7 educational 
delegates to visit a foreign country. But at the end he took 25 more with him and ordered the BOB to 
find necessary budget for him. The BOB was reluctant to do so, but the deputy prime minister insisted 
that his decision was a matter of state policy which the line agency must follow without question. 
Again, who is right, and who is wrong? 


° It goes without saying that the personality and style of each BOB Director can have enormous 


impact upon the nature and character of each budget. Take, for instance, the case of budget allocation 
of 25 million baht to each member of parliament in the 1995 budget year or a total of 9,000 million 
baht allocated to 360 MPs to enable these MPs to propose and conduct some public works projects 
in their constituencies. Different BOB directors would react differently to this apparent pork barrel 
program: some would resist such request if it is strongly construed as a slight in fiscal discipline but 
some would yield to such political pressure for fear of losing his or her job. The tradition of policy 
independence is not very strong at the BOB compared to another monetary authority, the Bank of 
Thailand whose Governor has maintained a strong tradition of policy independence despite the threat 
from political persecution. 
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approval that such spending will not create monetary instability in the economic 
system. The Ministry of Finance has the main responsibility of revenue collection 
whose forecast of revenue effectively determines budget ceiling.'° 


Once the budget ceiling is determined, the BOB will take over in the next 
processes of budget allocations, a major part of which was already described 
above.'' Two further important steps the Thai budget cycle include the consideration 
and deliberation by the cabinet, and the approval by the parliament. Normally, the 
cabinet will agree with the budget ceiling submitted to it by the budget ceiling 
group, and only in rare cases would it make drastic adjustment to this ceiling. As 
for the role of the House of Representatives after it accepts the budget bill at first 
reading, it is well known that this legislative branch can no longer increase the size 
of the budget. It can only cut from some agencies and reallocate the funds to other 
agencies.’? This ineffectual role of the Thai legislature in budget determination is 
regarded by some as supportive of fiscal discipline (because MPs are prohibited 





10 The Ministry of Finance has a well-established record of under-forecast the government revenue. 
In many respects, this is intentional as under-forecast which is followed by over-collection of revenue 
is naturally preferred to over-forecast which is followed by under-collection of revenue. Because 
of this natural under-forecast of revenue, fiscal surplus often results even when the government 
decided on a balanced budget. The Fiscal Policy Office is at present trying to construct its better 
model to forecast the central government’s revenue. The BOB who usually plays little role in this 
department, has recently decided to have its own model of revenue forecast, perhaps to counter the 
usual under-forecast of the Minister of Finance, and at the same time, to enhance its position in the 
budget ceiling deliberation. It has hired Thailand Development Research Institute to construct such 
model. 


1! A major change in budgetary procedure made by Mr. Bodi Chunnanon, the immediate past 
director of the BOB, which has important repercussions upon the influence of the BOB is that the 
practice of informing the budget ceiling to line ministries was dropped during his directorship. This 
obviously has the effect of increasing the power and influence of the BOB because budget requests 
from line ministries which have already met budget ceiling requirements would drastically reduce the 
role of the BOB in making cuts or changes in such requests. However, the efficiency of such practice 
is questionable as the line agencies will then submit inflated budget requests which are expected to 
be cut by the BOB. This may induce distortions as well as unfairness in the allocations of budget to 
various line agencies with different political power and connections. See Section 4 for more detail. 


Or to themselves. There is a strange practice in the Thai House of Representatives that the Budget 
Scrutiny Committee cuts some budget from line agencies and reallocate to themselves in the form of 
rural development fund under the guidance of each member of parliament. This fund ranges from 5 to 
20 million baht per MP depending on the availability of excess budget. It is strange because the Thai 
lawmakers also act as administrators of rural development. Strictly speaking, the money is usually 
spent to maintain popularity of the incumbent MPs in the rural areas. 
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from pushing for more public funds for their own political benefits), but some 
would complain about the lopsided power of the executive branch of government 
in budget determination and would like to increase the role of the legislature in 
budget determination." 


It is appropriate to mention at this juncture that despite various attempts 
at changing the ways in which the Budget Scrutiny Committee of the House of 
Representatives examines the proposed budget after the first reading, the established 
practice is still very much a line-by-line or item-by-item scrutiny of members of 
this committee. This in fact makes the attempt to convert the Thai budget system 
from line-item consideration to planning and programming system ineffective. Of 
course, the line-item approach enables committee members to exert their power 
and influence over government bureaucrats who are defending their budget, but 
this practice has shown that there is little improvement or development in this 
institutional setup in the Thai budget system. 


5. Trends in Thai Public Expenditures 


If the above account of how the Thai government handles its public spending is 
any indication of fiscal discipline, then its success and failure may be reflected 
in the trends in public expenditure. The following six tables give some pictures 
of the performance of the Thai government in its implementation of fiscal policy. 


Table | and 2 show the size and distribution of public expenditures of the 
central government of Thailand. From Table 2 it may be seen that the size of 
public expenditures of the central government of Thailand ranges between 15.18 
to 18.49 per cent on average between 1970 and 1996. There seems to be a cycle 
of rise and fall of the relative size of this central government expenditure in the 
past two and half decades. The relative size was highest in 1970 and during 1981 





'3 During the early 1990s, there were strong movements from within the Thai parliament itself and 
from outside to establish the legislative budget office of the House of Representatives whose main 
duties are to give advice and analysis on various budget matters to MPs. An experimental program 
was set up in the Parliamentary Office to conduct preliminary studies and perform advisory and 
research activities related to the budget process. Had this been carried on until the legislative budget 
office is materialised some improvements could be seen in the way the legislative branch could play 
its budget determination role. Unfortunately, the interest on the activities of this program has been 
much less today compared to few years ago. 
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and 1985. These were the periods of economic difficulties when public revenues 
fell while public expenditures could not be cut immediately. But soon the relative 
size of public expenditures tended to adjust downward rapidly. The situation in 
1996 may reflect the beginning of yet another cycle of economic difficulties with 
the share of public expenditures over GDP rising sharply over the previous year. 
Assuming that economic difficulties will continue for a few more years, we can 
expect to see this expenditure share remaining high. Then we can expect it to drop 
sharply with a typical drastic downward adjustment in public spending. 


At least two observations can be made on the classification of public 
expenditures. One is that the share of capital expenditure has a tendency to increase 
with the level of economic development, and the other is that the share of social 
expenditure has a tendency to rise at the expense of the defence expenditure as the 
economy becomes more industrialised. Table 3 shows the relationship between 
current and capital expenditures in more detail. 


In Table 4, public expenditures are compared with public revenues. One 
can see the phenomenal increase in the growth rate of government revenues in 
the ‘economic boom’ periods of 1987 to 1991. But it has taken the government at 
least 2 to 3 years before it starts to spend the accumulated public revenues. From 
1980 to 1987, the public budget was always in deficit, though the size of fiscal 
deficits (as a percentage of GDP) was not large (the largest was —4.86 per cent 
in 1982). From 1988, however, the government has begun to accumulate fiscal 
surplus, reaching the highest level of 4.89 per cent of GDP in 1990. This fiscal 
surplus has since declined. In 1996 the central government has a smallest surplus 
of about 0.73 per cent of GDP, and it is expected with economic slowdown in 
1997, which resulted in a fall in tax collections, the government budget might be 
in deficit for the first time in 9 years. 


What happens when the government budget is in deficit? The government 
borrows, of course. Table 5 shows the structure of government domestic and external 
debts as percentage of GDP. It was quite obvious that the level of government 
indebtedness was quite high during the periods of economic difficulties of the 
early and middle 1980s. The domestic debts and external debts were more or less 
of the same size at the highest level of indebtedness of 53.11 per cent of GDP 
in 1986. It should be noted that this level of fiscal indebtedness in not excessive 
by international standards. When the fiscal situation of the government improved 
towards the ends of the 1980s, the borrowing was reduced. In fact domestic 
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borrowing almost stopped in the middle of the 1990s, while external borrowing 
continued at a much lower level. In 1996, the total debts of the Thai government, 
domestic and external, amount to only 9.49 per cent of GDP. There is a chance 
that the central government may have to start borrowing abroad again in 1997 to 
cope with economic downturn and speed up economic recovery. Could we expect 
that such borrowing will be small and for specific purposes of necessary economic 
adjustments? 


As most government agencies tend to spend less than the allocated amount 
of the budget each year, the budget deficit may not occur although the planned 
spending is larger than expected revenues. Quite often a deficit budget becomes 
a balanced budget, and a balanced budget eventually produces surplus. Table 6 
shows this general tendency to underspend by government ministries in 1996. From 
this table it may be seen that on the whole the government ministries spent only 
77.37 per cent of the allocated budget with some ministries spending barely half 
of the allocated money (51.19 per cent by the Ministry of Industry). This cautious 
and conservative spending is regarded by some as a prudent and disciplined fiscal 
behaviour while others may look at it as a lack of spending efficiency and a lax in 
fiscal discipline. 
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6. Conclusions: Lessons for Others? 


This paper has attempted to examine the concept of fiscal discipline in the 
context of fiscal development and administration of Thailand. It first looks at 
the macroeconomic aspect of discipline which concerns the impact of the size 
of the budget on the overall economy, and microeconomic aspect of discipline 
which concerns the effectiveness and efficiency of a budgetary spending. Both 
aspects may be combined and analysed along different stages of the budget cycle. 
In Thailand, such budget cycle consists of 4 distinct phases, namely budget 
preparation, budget adoption, budget execution, and budget control and evaluation. 
At each stage or phase, cases in support of fiscal discipline in the Thai setting were 
mentioned. However, the paper also offers an alternative way of looking at the 
same phenomenon, to compare and contrast different outlooks and meanings of 
true fiscal discipline. 


It appears from the case of Thailand that the legal as well as administrative 
frameworks in existence in Thailand had helped Thai fiscal authorities maintain 
fiscal discipline in the country. The Thai experience, unique as it is, may still offer 
lessons to be learned in other country settings. At least within the Thai case, the 
paper should provide contrasting analysis that may be useful in the debate as to 
whether the Thai fiscal authorities are really good at maintaining such discipline. 
The following questions may be asked in discussing fiscal discipline in any other 
context. 


¢ How large should a budget be in any particular year, taking into account 
the fiscal or financial capability and economic conditions of the country? 


¢ Who should be involved in deciding the size of the budget? 


¢ What kind of problems may be faced by fiscal authorities if the budget 
duration varies, that is from annual budget to multi-year budget? 


¢ What shouldbe the proper role of various actors or players in the budgeting 
process: the bureaucrats, the government leaders, the politicians, and so 
on? 

¢ Why is the conceptualisation of legal frameworks and the enforcement 
of legal power different in different countries? 


¢ What should be the decision rules in deciding what size of public 


expenditures and in determining who the beneficiaries of such spending 
should be? 
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What is a good rule of borrowing to finance budget deficit? 


What are the differences between domestic borrowing and external 
borrowing? 

What should be the relationship between the legislative and the executive 
branches of the government in deciding the size and administration of the 
budget? 

How powerful should director of budget office be? 


These are some of the questions that may be asked by those who are 
concerned about the proper handling of budgetary process in any country. With 
that in mind, we can now answer the question posed in the title of this paper: Is the 


Thai government clever or just lucky? It should be quite obvious to most readers 


of this case study that luck has a lot to do with the success of the Thai government 


in maintain its fiscal stability, but it is the luck that was the outcome of farsighted 


vision of the past fiscal authorities of Thailand, in setting up legal framework and 


other fiscal institutions that still continue to help the present Thai authorities today. 
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BOX 1: THA] ECONOMY IN A NUTSHELL* 





Thailand was a low income, low growth economy at the end of the 1950s. 
Close to 85 per cent of the total population were engaged in agriculture of 
which rice the major agricultural product. Its main exports consisted of rice, 
rubber, teak and tin. Then its leaders decided to move the country quickly 
along the path of modern economic development emphasising import 
substitution and later export promotion. With the help of the World Bank in 
preparing its first national economic development plan, Thailand adopted 
market approach to economic development, that is to say, it allowed the 
private sector to initiate their own investments with the government taking 
essentially non-interventionist approach but providing necessary incentives 
and basic infrastructure, legal and business frameworks. 


Thailand today is a middle-income, developing economy. It has come 
this far through agricultural diversifications where several more crops such 
as maize, cassava, sugarcane were added to the list of agricultural expansion 
and exports. Import substitution industrialisation started with textile and 
consumers products, then moved up garments, electrical appliances, 
electronic components, processed food, and jewellery. While the majority 
of the population is still engaged in agriculture (about half in 1996), the 
contribution of agriculture to GDP has fallen from about 40 per cent at the 
launch of Thailand’s first national economic development plan in 1961 to 
about 10 per cent today, while manufacturing has increased its share from 
about 8 per cent to 30 per cent during the same time period. The services 
sector has remained relatively unchanged around 50 per cent. The rest of 
GDP is made up of contributions from other industrial activities such power 
and utilities, and transportation. 





* For an account on Thai industrialisation, see Medhi Krongkaew (ed.) 
(1995), Thailand’s Industrialisation and Its Consequences, Basingstoke: 
Macmillan. 
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Table B1-1: Some Keys Economics Indicators of Thailand 
(Unit: percent) 








YEAR GDP Growth Current Account Deficit Inflation 
1970-1975 8.67 —0.93 8.56 
1976-1979 8.74 3.59 We) 
1980-1985 5.20 5.07 9.20 

1986 4.70 0.54 1.85 

1987 9.50 —0.73 2.48 

1988 13.20 —2.63 3.81 

1989 1229 -3.50 5y3t7/ 

1990 ililso7/ 8.52 5.98 

1991 8.02 7.71 S72 

1992 8.26 —5.70 4.14 

1993 8.37 -5.79 35 

1994 8.55 6.15 5.10 

1995 (S05 fl -8.10 5.50 

1996 6.60 -7.90 5.90 


Base year 1988 


Source: Bank of Thailand 


Three major factors helped explain the rapid economic growth of 
the Thai economy in the latter half of the 1980s: the extraordinary increase 
in exports after devaluation of the baht in 1984; the increase in (the second 
wave of) foreign direct investment from Japan after the Plaza Accord in 
1985, and the increase in earning from foreign tourists from 1987. The 
country has begun to suffer from shortage of infrastructure prompting the 
government to play much greater role in the provisions of infrastructure, 
the role made possible by the fiscal surplus in a booming economy. The 
strength of the economy also enabled the Thai authorities to liberalise its 
financial system quickly, opening the country to more competition (and 
higher risk) from abroad. The growth of the economy raised the average 
income the people across the board, resulting in drastic reduction in the 
incidence of poverty to around 10 per cent in 1994. 
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Thailand suffered domestic political turmoil in 1991 and again in 
1992 which saw its growth slowed. The problems erupted again in 1996 
in the aftermath of serious floods throughout most parts of the country, 
when the inflation soared past 7 per cent, its exports failed to increase due 
to the loss of comparative advantage in low-cost manufacturing products, 
its current account deficits worsened to about 8.5 per cent of GDP, and its 
property market in trouble after too aggressive expansion in the late 1980s. 
The slow down in export growth in 1996 and the first quarter of 1997, 
coupled with the financial difficulties of many banks and finance companies 
put a great deal of pressure on the Thai monetary and fiscal authorities to 
maintain economic stability, and erode the confidence of investors, domestic 
as well as foreign. The continued high level of current account deficits 
also put pressure on the exchange rate of the baht which was effectively 
fixed with the US dollar. Many speculative attacks on the baht convinced 
the government leaders that the defence of the baht fixed exchange rate 
with the US dollar was untenable. This led to the flotation of the baht in 
early July 1997 which immediately saw the devaluation of the Thai baht by 
about 15 per cent. The ensuing inflation may come back to haunt the Thai 
economy again after the authorities have maintained the price increase in 
1997 to about 4.5 per cent. It may take Thailand a few years to restructure 
its economy and move back on its high growth path again. 
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BOX 2: WHAT IS FISCAL DISCIPLINE? 





Ed Campos of the World Bank defines aggregate fiscal discipline as the 
achievement of budget totals (revenue, spending, and the balance between 
the two) that satisfies agreed fiscal norms. Although the nature of fiscal 
norms were not spelled out, they are easily understood to include how 
much fiscal deficit should be allowed to happen, or how such deficit may be 
financed. Kraityudh Dhiratayakinant (1993, p. 114), a well-respected Thai 
public finance specialist, describes fiscal discipline as a rule or pattern of 
behaviour which prevents the government from spending beyond its fiscal 
capability and/or the economic capability of the country. Fiscal capability 
of the government can be measured by the ability of the government to 
generate or collect public revenues either gross of fiscal obligations of 
the government or net of such obligations, and the economic capability of 
the country could include ability to generate national savings for national 
investment. While a common understanding under the above definition of 
fiscal discipline would imply equality or balance between public revenue and 
public expenditure, Kraiyudh maintains that this does not have to hold all 
the time. A budget deficit of appropriate size (not too large) and appropriate 
duration (not too long) could still be regarded as falling within the realm 
of good fiscal discipline (that is as long as the economic conditions of the 
country warrant it, although a persistent deficit often raises doubts as to 
such discipline). In short, a balanced budget may be looked upon primarily 
as an indication of fulfilment of fiscal discipline while public borrowing to 
finance such deficit is acceptable as long as the debt level is not too high 
and the indebtedness too chronic. 


Macro-discipline versus micro-discipline 


In actual practice, fiscal discipline can be classified into macroeconomic 
discipline and microeconomic discipline (macro-discipline and micro- 
discipline for short). Macro-discipline deals with the way in which the 
overall size of the government budget is determined and, as a matter 
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of common rule, kept below public revenue, whereas micro-discipline 
deals with the ways in which the allocated budget is used effectively and 
efficiently. A desirable fiscal discipline calls for both aspects because it is 
not enough for the government to conceive an proper size budget only to 
use it ineffectively and inefficiently. 


Discipline along the budget cycle 


Another way of classifying fiscal discipline is to refer to the steps involved 
in the budget cycle of the country’s public expenditure. Take Thailand, for 
example. The budget cycle of the Thai government consists of (1) budget 
preparation, (2) budget adoption, (3) budget execution, and (4) budget 
control and evaluation. At each step, the government may be required to 
follow a certain procedure or procedures to ensure that good budget norms 
are adhered to. For example, in the budget preparation stage, a rule of good 
fiscal discipline stipulates that the government makes an estimate of public 
revenue for the budget year in question first, then that estimate is used as 
a basis for preparing public expenditure. If the estimated expenditure is 
greater or larger than the estimated revenue, the financing of such deficit 
must be considered and appropriately reported to the parliament. In the 
budget adoption stage, the politicians may be allowed only to cut the 
estimated budget request, not to increase it. And so on. 


Fiscal discipline and monetary discipline 


When we talk about fiscal discipline we often mean situations where the 
government raises taxes and spends its tax collections in such a way that 
there is little or no risk of public insolvency or unfair debt burden on future 
generations. But sometimes the scope of fiscal discipline goes beyond the 
confine of fiscal matters and involves monetary matters as well. This is 
a situation where monetary authorities want to use public money to help 
the monetary sector of the economy in time of difficulties. For example, 
commercial banks and finance companies may encounter large bad debts 
which threaten their overall banking and finance operations. Should the 
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monetary authorities intervene and bail them out? Or should they let these 
banks and finance companies go under? Some would object to providing 
these inefficient banks and finance companies with concessionary funds 
because doing so could only prolong the difficulties, but some would make 
an exception to this saying that banks and finance companies are public 
institutions whose financial health affect large numbers of people and must 
be assisted in time of troubles. Similar arguments are also used in the case 
of non-banking sector where companies have run into problems due to 
general economic slowdown. These companies may include those in real 
estate and in services that are income elastic. A correct policy probably lies 
between these two extremes. At least the government must be aware that 
there are some costs involved in whatever decision that it has made, and 
that both fiscal and monetary discipline is reflected in the care with which 
the government handles these matters. 
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BOX 3: PUBLIC SECTOR AND EXPENDITURE SYSTEMS IN THAILAND™* 





The public sector of Thailand consists of three constituents: the central 
government, local governments, and state enterprises. The central 
government is located in Bangkok. The head of central government is the 
prime minister who, according to the present constitution, will be appointed 
by the king from elected members of parliament. He then select ministers 
and vice ministers to take charge of 15 ministries in the running of the 
affairs of the state. Each ministry is divided into many departments, each 
headed by director general. These departments are the basic destinations of 
annual budgetary allocations. 


Because Thailand is a unitary state, the administrative power is, as 
expected, centres in Bangkok. Bangkok is just one among 76 provinces 
making up Thailand, but it is very big province in all respects; size, 
population, influence, and power. While the city government of Bangkok 
has a status of local government, and Bangkok Governor is elected directly 
by the people of Bangkok, all other provinces are headed by provincial 
governors who are officials of the Ministry of Interior and sent from 
Bangkok. With little autonomy, local governments in Thailand are week, 
physically and financially. Recently, the central government has been 
attempting to increase local autonomy by encouraging greater local elections 
and self-government, but a full-fledged and effective local government may 
take some time. 


The state enterprises are usually left out of the central government 
make-up. Although each state enterprise must come under jurisdiction and 
control of a specific ministry and minister, their finances are not included in 
the budgetary system of the Thai central government. As such, the total size 
of the public sector could be misleading if one only considers the central 
government’s budget. Roughly speaking, the total expenditure of all state 





** For more details in the management and control of the Thai budget see 
Medhi (1993). 
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enterprises combined would be about the same as the budget of central 
government. This fact must be kept in mind when considering the proper 
role of the Thai public sector. 


The central government with the Ministry of Finance as its main tax 
collecting agency will eventually get to use the public money it has collected. 
The Bureau of Budget (BOB), the budget office of the government working 
directly under the prime minister himself, will have the primary duties of 
preparing the budget requests, getting the approval from the parliament, 
monitoring the release of allocated funds, and evaluating the use of such 
funds. There are four stages involved in the budget cycle of Thailand, 
namely, budget preparation, adoption, execution, and control and evaluation. 
In the first stage, the BOB with the help of three other organisations, 
namely the Ministry of Finance (MOF), the National Economic and Social 
Development Board (NESDB), and the Bank of Thailand (BOT) will 
decide on the budget ceiling for the next budget year, taking into account 
the overall fiscal capability of the government (how much it could collect 
in terms of public revenues) and the economic conditions of the country 
(how much should the government spend or invest in the local economy). 
The size and manner in which the government spends its public money 
could have drastic repercussions on the macro-economic conditions of the 
country. 


When this ceiling is accepted by the cabinet, the composition of 
total budget by various ministries may be made known to each respective 
ministry so that they can prepare their own budget requests in detail and 
submit them to the BOB for examination and approval. The approved 
budget requests are then submitted (as a budget bill with full details) to the 
parliament by the prime minister. The bill will be debated first in the House 
of Representatives with a very important stipulation that the House can 
only cut or change the budget items but never to increase it. A special, ad 
hoc, budget scrutiny committee is formed to examine the budget requests 
in detail, and the after passing of traditional 3 readings in the House, 
the passed bill will be sent to the Senate where the same parliamentary 
procedure will take place. When the Senate approves the bill, it will be 
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submitted to the king to sign it into law, legally enabling the government 
to start spending the public money. 


Thus ends the budget adoption stage and enters the budget execution 
stage. Each department having granted their budget requests will now 
prepare plans for the use of allocated funds. This is called budget allotment 
plans and three such plans must be prepared by each department to be 
submitted to the BOB at an interval of 4 months each. The main purpose 
of this budget allotment plan is to enable the BOB to exert control over the 
timing and sequence of the spending of each government department. This 
does not necessary sound bad if it will also help the submitting departments 
in keeping up with the spending schedules and the fulfillment of spending 
rules. After the budget allotment plans are approved, funds can be drawn 
from departmental accounts kept the Bank of Thailand, and spending 
records sent to the Department of Comptroller General. 


The control after each department’s spending is in the form of audit 
by the National Audit Office which will examine the spending records 
submitted both for their accounting correctness as well as the fulfilment of 
stated objectives of such spending. It is quite obvious that the NAO could 
not audit the account of all the departments, so it may only select some 
accounts at random, or concentrates only on large spending accounts. The 
BOB itself has a division of ex-post evaluation, but the activities there are 
quite small, and the findings are not binding to the spending organisations. 


This concludes the budget cycle as practised in the Thai case. It may 
be seen that along every stage of the budget cycle, there are various rules 
and regulations that government departments must follow. Like government 
bureaucracy everywhere, this can cause delay and inconvenience as the 
enforcing officers will be careful in carrying out their own specific duties. 
Somehow, these bureaucratic practices also work to ensure that each 
spending is done correctly and purposefully. In some ways, this has the 
effects of enhancing the overall fiscal discipline of the country. 
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BOX 4: FISCAL STANCE, FISCAL IMPULSE, AND FISCAL DISCIPLINE 





One of the widely accepted fiscal functions of the government is to seek 
and ensure price and employment stability in the economy using fiscal 
instruments under its disposal. This stabilisation function of the government 
is often ignored in modern public finance, not because it is not important, 
but because stabilisation measures often involved both fiscal and monetary 
policies. It is therefore more regularly treated in macroeconomics rather 
than in public finance. 


Butwecan learn a lot from this aspect of fiscal function without having 
to resort to the whole gamut of interactions of fiscal policy and monetary 
policy. Recently there is an increase in interest in just knowing what the role 
of government spending will be in time of economic boom and in time of 
economic recession. The main idea, of course, is find out what should be 
the proper size and movement of government spending that may work to 
increase the stability (or reduce instability) in the economic system. Take 
a case of an economic recession where the growth of the economy slows, 
and private expenditure falls. The government can intervene by increasing 
its public spending to prop up the economy. On the contrary, when the 
economy is in a boom, where there are heightened private spending and 
activities, the government could act to absorb access liquidity or slow down 
the increased economic activities which may end up in higher inflation. Has 
the Thai government through its variations in public spending contributed 
to economic stability this way? In other words, has the government helped 
or hindered the economic stabilisation through its spending? 


There are several studies to that effect conducted in Thailand. Most 
studies used the techniques proposed by the German Council of Economic 
Experts, the approach which was widely used in most countries including 
the IMF. We may begin with the basic idea that in time of recession, when 
private consumption is low, the government should counter it with higher 
public spending on the hope that this expansionary spending policy will 
counter the recession in the private economy and bring the economy back 
to stability again. In time of boom in the private economy, however, the 
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government should do the opposite, that is to reduce its public spending and 
try to collect more taxes to reduce excess demand in the private economy. 
This, from the point of view of the government, is a contractionary policy. 
But both policy measures attempt to do the same thing, that is to act in a 
counter-cyclical manner to the present economic conditions. 


But to look at the actual fiscal deficit and actual fiscal surplus alone 
may miss the point because that figure only shows the absolute effect of 
fiscal policy without taking into account the influence or impact of overall 
economic activities. We need to know the natural course of economic 
growth or expansion first and then find out what the natural response of 
the government will be under this policy-neutral condition. Any difference 
between neutral revenue and neutral expenditure would be the basis upon 
which we could more accurately measure the voluntary effects of government 
fiscal policy. For example, if we could show that the neutral fiscal balance 
is in deficit, meaning that the private economy is in expansionary mode. 
To counter that, the government may want to slow down on its spending 
and collect more taxes. The actual fiscal balance may be in surplus while 
the neutral fiscal balance may be in deficit. The difference between the 
two will tell the true story of the role of true fiscal policy. This difference 
between the neutral fiscal balance and the actual fiscal balance is called 
the fiscal stance as it shows the direction of the government fiscal policy. 
A negative fiscal stance shows contractionary effects and a positive fiscal 
stance shows expansionary effects. The difference between fiscal stances 
of the two periods is called fiscal impulse. Again it shows the direction of 
the fiscal policy (contractionary or expansionary) between the two periods 
rather that with reference to the base year. 


It may be a lot clearer to look at the real figures of these fiscal stances 
and impulses. Table B4-1 shows the results of the estimates of fiscal stances 
and impulses in 1988 to 1993 with 1980 as the base year. It is well known 
that the period from 1988 to 1991 is at the height of the economic boom in 
Thailand, with private consumption and spending increasing very fast. In 
this situation if the government follows suit and start to spend like the private 
sector, the stability of the economy could be in jeopardy. As it turns out, 
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the fiscal policy of the government during this period saw the government 
raking in the money and spend little, thus acted in the counter-cyclical 
manner, which is good. The figures for fiscal stance in Table B4-1 for 1988 
to 1993 all show negative signs which is contractionary compared to the 
situation on the base year, in the face of high private economic growth. 
However, the figure for fiscal impulse for 1992 shows a positive sign, 
which means just for that year compared to the year earlier, the government 
conducted a certain fiscal policy that add to the expansion of the economy. 
This happened when the government started social security system and 
establish a fund to help farmers that year. But overall, the government still 
maintain generally contractionary posture which helped the stability of the 
economic system. 


Table B4-1: Fiscal Stance and Fiscal Impulse 








1980 1988 1989 1990 1991 1992 1993 
(1) Neutral revenue 92.1 209.7 248.3 291.9 336.0 377.8 420.2 
(2) Neutral expenditure 1143 248.0 285.5 337.4 401.8 469.0 539.3 
(3) Actual revenue 92.1 245.6 309.2 395.0 465.1 497.7 559.0 
(4) Actual expenditure 1143 220.6 248.4 291.2 341.8 421.9 494.4 
(5) Neutral fiscal balance 22.3 2380) 37D) 45.4 65.8 =9Q 11) 
al) (2) 
(6) Actual fiscal balance 22.3 25.0 60.8 103.8 123.3 75.8 64.6 
= (C=) 
(7) Fiscal stance 63.2 98.0 149.2 189.1 E1670) 21837 
= (5)—(6) 
(8) Fiscal impulse 36.7 34.8 =i 3 39.8 22.1 -16.7 





Source: Somsajee Siksamat (1993), p.79, and the author’s own computation 


This, is a way, is how the Thai government has been prudent in 
its fiscal policy. But whether they did this with full knowledge of the 
consequences, or simply waiting until there is a real need to spend the 
accumulated public funds is something we need to explore more. 
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AN UPDATE ON TAX REFORMS IN THAILAND* 


Medhi Krongkaew™ 


1. Introduction 


On looking back, the beginning of the 1990s was truly the beginning of the decade 
of reforms in most countries in East and Southeast Asia. Not just tax reforms that 
most of these countries had adopted, but also reforms in the financial sectors, 
state enterprises, and overall public and corporate governance. What makes these 
reforms necessarye are that, economically, these reforms are expected to correct 
present distortions in the economy and reset it onto the path of greater economic 
efficiency, and subsequently economic expansion and prosperity. The greater 
transparency and accountability in the ways both the government and the corporate 
sectors are handling their businesses have worked towards ensuring that all the 
pertinent defects in the systems are known quickly, and only the most effective 
means of correcting these defects are supported. 


This paper deals with just one aspect of these reforms—tax reforms, based 
on the experience of Thailand in the last 25 years or so. In the words of the World 
Bank, the rationale of tax reform is twofold. (1) tax reform is a part of structural 
adjustment, designed to reduce severe distortions in economic incentives and the 





Research report prepared for the Poverty and Income Distribution Division, National Economic 
and Social Development Board (NESDB), August 2005. 
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resulting inefficiencies and inequities in the allocation of resources, and (2) tax 
reform aims to generate public revenue in a reasonably non-distorting, equitable, 
and sustainable manner which should have the effect of stabilising the economy in 
the end.' Thailand offers an interesting case study because, as a market-oriented, 
developing economy its tax system had remained much resistant to change in 
its early days of development. Only when the economy had entered into a rapid 
growth phase in the late 1980s and early 1990s that the Thai government was able 
to effect several meaningful changes in the Thai tax systems. It appears that tax 
reform is more feasible and more likely to succeed when the economy is good than 
when it is bad. How true is this conjecture? 


This paper may be able to give some answers to the above questions. It 
will begin, in Section 2, by looking at the structure of the Thai tax revenues from 
1980 to the present (2005) and discussing the prominent characteristics of the 
Thai tax system and the changes in the tax structure that are important. Section 
3 discusses the problems in the Thai tax system and the reforms that have been 
undertaken in response to those problems. Section 4 further expands on the issues 
concerning such tax reforms, issues such as the need for industrial protection, 
income redistribution, and economic decentralization. Finally, Section 5 concludes 
with some comments on lessons learned from past experience and some unsettled 
policy issues. 


2. Structure of Government Revenues in Thailand 


There are several fiscal institutions in the central government which are empowered 
to collect taxes in Thailand, but the most important one is the Ministry of Finance. 
And within the Ministry of Finance, the three most important departments 
(measured in terms of the size of tax revenues collected) are Department of 
Revenue, Department of Excise, and Department of Customs. Department of 
Revenue collects individual income tax, corporate income tax, petroleum tax, 
value added tax, special business tax, and stamp duties. Department of Excise 
collects liquor tax, tobacco tax, cement tax, and few other excise taxes. Finally, 
Department of Customs collects import and export taxes. Other departments in 
other ministries are empowered to collect other kinds of public revenues which 





' World Bank, Lessons of Tax Reform, Washington, D.C., 1991, p.2. 
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are included in the central government revenues. For example, the Department 
of Mineral Resources collects royalties from mineral exports, Department of 
Land collect registration fees on transfer of land ownership, Department of Land 
Transports collects registration and license fees for motor vehicles, and so on. Other 
sources of central government revenues come from revenues from government 
sales and services, and contributions from profits of state enterprises. The actual 
revenues of the central government of Thailand from 1980 to 2004 are shown in 
Tables la and 1b. 


From these Tables, it may be seen that the revenues of the central government 
are Classified into taxation and non-tax revenues. Under taxation, various taxes are 
grouped under income taxes and indirect taxes, whereas the non-tax revenues are 
classified into sales and charges, contributions from government enterprises and 
dividends, and miscellaneous revenues. The majority of these revenues, of course, 
came from tax revenues. This is shown in Tables 2a and 2b where the percentage 
distribution of central government revenues in Table | is displayed. In 1980, for 
example, the tax revenues amounted to 92.59 per cent of the total revenues of 
the central government for that year. In 2004, this proportion was 89.69 per cent. 
It appears that there is a perceptible trend that the share of non-tax revenues in 
the total central government revenues had increased in the 1990s, mainly from 
the increased contributions from state enterprises. More remarkable, however, is 
the increasing trend of income taxes as against indirect taxes between 1980 and 
1997. In 1980, for example, the share of income taxes was only 17.66 per cent. 
This share has increased steadily to around 20 per cent throughout the 1980s but 
accelerated from 1990 onward, reaching almost 33 per cent in 1996-1997 before 
falling to around 29.5 per cent — 30.1 per cent right after the economic crisis in 
1998-1999. This share, however, picked up again during the economic recovery 
in the early 2000s, peaking at 36.25 per cent in 2004 fiscal year. This increase 
in the share of income or direct taxes comes at the expense of the fall in the 
share of indirect taxes. In the early 1980s, the share of indirect taxes fluctuated 
around 70 per cent, increased slightly to around 74 per cent in the last few years 
of the 1980s then fell drastically to below 60 per cent in the late 1990s, and 
to 53.4 per cent in 2004. To many who believe that excessive dependence or 
reliance on indirect taxes as against direct taxes exacerbates income inequality, 
this change is most welcome. 


REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


354 


puepleyy Jo yuRd °C 
quoujiedaq s,[e1dudn-JoyJoNduUI0D ‘| :sadiMesg 


SOxv} JOIIO UI poppe yotym ATOdouopY OdORQOL ley] Wo ydiode1 popnjoxg [[]  :d}0N 














LIC TIS 809°%9F SO TIh OFI'LZE G9T'8SZ IZ0%OZ S7669T ZS9OOL hTShl YEFEhL O8GSIT EFSIIT Lss‘so 9NUdAIT [BIOL 
067°67 89L91 6L8‘E1 ELTSI 860°01 €STOI L88°6 psr'6 L8V'8 OS8‘0I S6S‘L try‘ SOL'v YO 
ssr'st 97981 1e0°T1 6186 9tE9 8L0°9 9E8°S 1sz9 60S°E vese 60E'€ Sore 617 (ysesuidiaqyug o1v1¢ 
SPL’rs POSE 016°SZ 760°SZ PUrOr Tee‘or €7L‘ST SOL‘ST 966° IT PLerl P0601 LEoOL P80°L 9NUIAII XB}UON 
SIS‘ £9601 9ES‘FL 160°6 Tez9 88S‘E LLY‘T core Les‘z 180°7 OPS‘T p7ET SIT SoxBl WO 

el 6 69 cIv 0L8 10€‘T 908 6L0'I 7981 6197 voL'I 1187 OLEE saynp yodxg 
69L°68 608°78 8IT'E6 ELUIL 7998s 700°0r 90'TE THLE 76967 PLO'87 E8107 96817 £9r'6l saynp yoduy 
78L°68 8I8‘78 L8T€6 S8SIL PES‘6S COE Ir TIO TE 17ST PSS‘TE eco LLOIZ LOL‘VZ TST SPB.) [BUONEUII}UT UO SOXB], 
SEV9OL E1768 OITTL C78‘TL ySO'l9 psTLs CEE OV CHO'LE 607PE ISs‘le €ST8T LOL'VT BOE TT SOXP}] OSTOSH 
OLO‘LI IL@SI TINE 06671 vET IT TOLL p9sOl SL78 Seo's 676 01 €Z0°9 £0l'9 798‘L xb] Ssoutsng sytoads 
OSO'18 0 0 0 0 0 0 0 0 0 0 0 0 IVA 
LEOTI 68L'101  LS1‘06 breL9 96L°1S 9TLVE OST'87Z S1S‘6T 161 OE 869°ST L8v'7Z IZS‘1Z C9EST XB} SSOUISNE 
Z6TOIZT «= ELH'OOT «= GLGO'SLE = OSOEST = PROHZL «= TBGEOT = 9FO'SB ZEP'SL SeeOL 8Lr°89 €9L‘9S 1oe‘zs ees‘Lp uondurnsuos uo saxey, 
8867 978‘T 8SLiT TI9 0 0 0 0 0 0 0 0 0 XB} SUIOOUT UNSTO.NAg 
98S°S8 vEOL 8S9°8S SSL'8E ISELZ EZO'LI 6ST O06E°ST 919'F1 861EI 6LLTI 8rr'el 7196 ayerod.105, 
6010S 007 6r eS IP 85687 SrS‘rT rol‘6l SIT6I 178°6l vorLI TLOVLI 110°C1 9£0°6 897L [euosiog 
€89SEL  096°97 OPO TOL szEe's9 968°IS LIS‘9€ LOL’bE Te7v‘se OIs‘T€e OL8°L7 06L‘b7 P8P'7Z 088°9T :sygoid pue suroouy uO xe], 
TLS9SP =PITLTh §«6THL'S8E = LSO'TOE = SPLTPZ «= 069°SBT COT FST «= LEO §=6PTOEL «= T9O'GZI «= OLO'SOL «= (90600 _~=—s EL F88 sONUMIADY XBL, 

7661 L661 066) 6861 8861 L861 9861 S861 v86l £86) 7861 L861 0861 
(yeg Jo suorIA) 


SOIT Aq POYISSe[D ONUSADI [ENV JUSUTUIOAOH [eUCHeN ‘ey aquy 


355 


AN UPDATE ON TAX REFORMS 


IN THAILAND 


pueyleyy Jo yuRg °C 
quoujiedaq S,[e1dudn)-Jo]JONduIOD ‘| :sad1Moeg 


SOxv} JOIIO Ul poppe Yyotym ATOdoUOPpY OdORQOL ley], Wo ydiade1 popnjoxy [[]  :d}0N 














GPI'SZLT £79096 IIP'Sh8 = 868S9L TE9 LPL 97660L FOEL7L Lez PHS 9Z0'OS8 TZPHL'LSL sSsPr089 Eo rLs 9NUIAIT [BIOL 
6r6'€6 OSOTE Eso'se 060°L7 err'Ly OT IP 9S8°0E SLYbT ISO°6E 80r'0r p8r'rT $8607 1YO 
980°7S Tsg°ss E9ETS T6L‘€s POL'8E £6S°8r 960°LP +609 6016r STS‘Sr sos‘og PrOTE (ysesuidiaqyug o1v1¢ 
SEOOIT 018'06 9IF'L8 78808 807'98 67868 TSOLL 67r'S8 09188 ££6'S8 6r0'°19 8767S 9NUIAIT XB}UON 
SZ0IZ OLL*EZ ETC LOE 17 ZIS‘0Z 69807 L78‘9T 160°SZ 6ES‘L €7PL p0s‘oT S6L‘EL SoxBl HO 
09C IIé O9T 18 C8 6S IT 6 119 6 val Ol saynp yodxy 
61€ZOl PLS80l 9S6'r6 IS€06 81ers L6799 SL9‘s9 IvecOlL LOO'9TL TOL'STI ZIL'8IT = ETI HOT saynp yoduy 
6LS‘ZOT 980°601  9IT‘S6 ZEr‘06 668 9S¢'99 969°S9 GPEEOL SOLOTL LOS'SZE 97L‘°8Il eelPOr OP¥.A} [BUOHVUII}UT UO SOXB], 
Ivl‘6LZ ErlorZ GlOOIT LOSBLT SIE99I Ore99T LICSSl ZONVT8I STI691 O9E9ST § 8zr7ZHl = 8LOXLTI SOXP] OSIOSA 
€L9°6I TSSTI I8r°el LOSTI 98S°91 99L‘07 vlO'vE 000°EE 8PS‘TE O8I°L7 068°E1 9TS‘SI xe} ssoursng oytoads 
OL SLI TOOTH «=LIL'SEL «= THSLTI SC SELLEL «= OIGUTEL = E9T'ZOI = SLHSEL «= OBL'LHL = ZOLEIT = SLS‘OZI_—s LI¥‘96 IVA 

$8 is ell Srl Psi pol cev 8gs P8E O16 Pes LOLI XB} SSOUISNG 
OF9°LLP LeepOr OLE TE IZGIE O6L‘OZE GOTGOIE Y9ZO'TSE GEI'PSE OP8OPE TSI'86Z LTZLLLZ 8ZEIPZ uondurnsuos uo saxey, 
919TE SSS IT 96°81 Se691 ze9'OI Iv ll £9T'S 69TS 96E°€ pole 99S°€ SOTE XB} SUIOOUT UNSTO.NIq 
eps‘ LrT 189661 961°LSI IZ96EL OLELEL 867101  8S2'06 vIVOSl ThOO9T S8SPST E8L'PEl 8E0°EOl ayer0d10.) 
TIL‘8Z1 S89 TIT POlEOl  600°L6 OtrL8 PETIOL IL88Il  SSS*TIT SEESOL 89°78 008°L9 TOS‘9S [euosiog 
IL8‘LOF PONTEE YZEGLZ YOS'EST IZHSET ELONEIZ EC68'PIZT BETOLT ELL'LLE PErOrZ OFl'907 SPL‘TOT :sygoid pue suroouy uo xe, 
PIT6O0'T £18698 S6GLSL 9IS‘P89 E7199 L60°079 Zhr6r9 B8IS'8SL 998'T9L G6O8TL9 90F619 F00'%ZS sONUMIADY XBL, 

7002 £002 2002 4002 0002 666) 866) L661 9661 S661 v66L £66) 

(yeg Jo suor|IA) 


sUOdUT Aq POYISSe[D ONUSADI [ENOY JUSUIUIOAOH [eUOHeN :q]T eqUL 


THAI ECONOMY AND SOCIETY 


REFLECTIONS ON THE 


356 


pueyreyy Jo yuR °C 
quouiedaq s,[e1oush-JoyJoNduod ‘| :sadimnoesg 


SOxv} JOIIO Ul poppe yotym ATOdouoPpY OddRQOL ley], Wo ydiade1 popnjoxy [[]  :d}0N 








00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T ONUIAIT [BJO], 
€L’s coe LEE Lov 16€ 80°S c8"s 88° els OSL goo s99 6607 PMO 
8607 OV COT 00'€ SVT I0'€ eve 68" LET 9V'T S8'T cre VT (sestdroyug 9181S 


TL'01 SOL 679 LOL 99 80°8 $v6 8L°6 60°8 cO'0r 0r'6 8L°6 IVs ONUIAIT XBJUON 
LV 06°79 76°89 SPIL pS"eL 69°EL 67 0L 6789 sP'OL ss‘0L TT69 cTrOL COPL (P)+(0)+(q) sox} yoorpur [e0], 





TET Let ese 8Lt 4 SLT orl est CLT srt eel srt LTT saxel 190 (P) 
00°0 00°0 c0'0 £10 veo 90 Lv'0 L9°0 9TT es'T ssl IST poe sannp yodxq 
9S LI 06LT v9'CT OL IT TLCE 086! Test viol £0°0¢ €S'6l OrLI 8S°6I LE0T sonnp yoduy 


9S'LI 06°LT 99°C 88°17 90°€T PrOT 8L°8I 1861 67 IT 9E TT sost 60°C 06°€7 ape.y [BUOVUII}UT UO Saxe], (9) 








9L'0T ec6l POLI 9TCT S9ET 6T8T LOL Vee 80°€C ICC 9EVTE VIC Of CT SOXB} OSIOSA 
pee Ore Tee LOE Sey 66'S coo STS 00'r COL 61's o's £8 xe} ssoursng sytoadg 
S8'ST 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 IVA 
SOT 00°C 0617 SS'0c 90°0 6LI LST Les LEO TOL 6c 6I veo! CC'OL xe} SsouIsSng 
ra £OPP SLtr 8Lor 90°8P LYIs s0°0s S69r Sly vLLP F6'8P P8°9Or PL'6or uonduinsuos uo soxey, (q) 
85°0 19°0 cv0 610 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 00°0 xe] SUIOOUT WUNS[ONOd 

pL ol Oc oT STI Ss Tl 6S01 CL'8 ST6 85°6 93°6 076 cOIT cOTI 90°01 ayerodioy 
03°6 901 60°01 S88 1S'6 0S'6 Tell Sec! 09'TT €cOl 901 80°8 I9L [euosiog 
CELT Pr'LT OL'bT 88°07 Orc CT8T 9F'07 £617 OF IT er'or LETT Orc 99° LT :syyord pu aurosuy uo xep, (8) 
6768 Seto IL'€6 £E°C6 ¥9°€6 616 $106 TT06 16°16 86°68 09°06 C706 67'S6 sONUTDADY XBT, 
2661 1661 0661 6861 886) 1861 9861 $86) 786) £86) 2861 1861 086) 

(98e]U9019q) 


sUOdUT Aq POYISSe[D ONUSADI [ENJOY JUSUTUIOAOH [eUOHeN ‘Bz aquy 


357 


IN THAILAND 


AN UPDATE ON TAX REFORMS 


puepreyy Jo yuRg °c 
quouredaq S,[e1oush-JoyJoNduI0D ‘| :sadinesg 


SOxv} JOO Ul poppe yorym ATOdouoPpY OddRQOL ley], Wo ydiade1 popnjoxy [[] :d}0N 











00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T 00°00T ONUIAT [BJO], 
89° coe STV vse soo 13's veoV 06°C 6ST ees 09'€ sore PO 
£97 19 619 OL 81s 39 Ly9 COL BLS 109 Les 95° (Sestdroyug 9181S 
Teor sr'6 re or LS‘0I eS Ir SOUL cLOr cor Lor Pei L68 176 ONUIAIT XBJUON 
pres 76'S C998 0¢9S 86°98 STLS PL'6s 9TLS $6°9S £6°9S £09 6r°79 (P)+(0)+(q) soxey yo0.1puT [BIO], 
LST 8r'T Ist 08°c 8L'T F6T Tet LOT 68°0 860 LYT Ore saxel 190 (P) 
c0'0 c0'0 c0'0 10°0 100 100 00°0 00°0 L0°0 00°0 00°0 00°0 soynp wodxy 
60°6 eel ec ll Os TI 8c Tl veo £0°6 veTl €8' v1 09°9T SrLI IT'81 sonnp yoduy 
c6 9C TL SsvIr CS TT 67 TT sto £0°6 PTTL Tord 09°9T SPL IVst ape.y [BUOeULTI}U! UO Saxe], (9) 
I8'VC vOST v8'VE LEET ST CC eVec SEIT LST 06°61 £907 £607 ITC SOXE} OSTOST 
SLi Tel 6ST pol COT £67 897 I6'€ ese 6S bO'T OLT xe} ssoursng sytoadg 
68ST psi Iv'9I 99°91 cyst 89°81 Tet Or'ol 6e LI 10'sT CL El LEGIT IVA 
100 100 100 c0'0 c0'0 c0'0 90°0 400 S00 cl0 clo 0c0 xe} SsouIsSng 
SVcPr 60°Cr 98'TP 69 TP lotr 96'bF Or'sP SoTP OT IP Stor I80r 86TP uonduimsuos uo soxey, (q) 
LE VOT voT cc crt LST cL'0 790 0r'0 cr'0 cs'0 9S°0 xe} SUTOOUT WUNS[ONOd 
00°C 6L'07 69°81 vesi Lesl LévI 8r'Cl 88°81 68°61 Or'0C 1861 t6LI ayerodio-y 
tril 6S TT ICI LOCI 69° TT 9T FI peor vel 6 TI 1601 96°6 £8°6 [euosiog 
ST9E TOPE PO'eE eres ore Oroe PS°6T CLTE 89°TE elle Oe Oe Te87 :syyord pu aurosuy uo xep, (8) 
69°68 ss°06 99°68 £F'68 LY'88 sels 8768 88°68 £9°68 99°88 £0°16 6L°06 sONUIIADY XBT, 





7002 £002 2002 400 0002 6661 8661 2661 966) S66) v66) £661 





(a8e]U9019q) 
owWoduT Aq poylsse[D ONUdADI [ENJOY JUSWIUIDAOH [euUOneN :qZ aIquL 


358 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


Between the two major income taxes—individual income tax and corporate 
income tax, their relative positions changed through time. In the early 1980s, the 
share of corporate income tax exceeded that of individual income tax, but between 
1983 and 1987 there was a switch in their relative positions. A major reason for 
this could be that mid-1980s was a period of economic slowdown where Thailand 
had suffered from external debt problems and serious external imbalances. The 
profits of the corporate sector had declined causing the corporate tax revenue to 
decline also. When the economy recovered towards the end of the 1980s, the share 
of corporate income tax again exceeded that of individual income tax. Similarly, 
in 1998-1999, immediately after the crisis, the share of corporate income taxes to 
total tax revenue declines significantly to 12.48 per cent in 1998 and 14.27 per cent 
in 1999 before climbing back up to above 20 per cent level again in 2003, and 
peaking at 22 per cent in 2004. Furthermore, both the personal and corporate 
income taxes have increased 15.3 per cent and 25.4 per cent, respectively, from 
the previous year due to the investment expansions and higher corporate earnings 
in most business sectors. 


On the declining trend of indirect taxes, the fall in the share of import taxes 
is very obvious. It fell from more than 22.64 per cent in 1990 to under 15 per cent 
in 1996. When imports of Thailand fell precipitously due to the economic crisis, 
this tax’s share of total revenue declined to just over 9 per cent for two consecutive 
years (1998-1999) before rising back up over 11 per cent from 2000 onwards— 
except in 2004 where income taxes and taxes on consumption has increased quite 
significantly and effectively shrank the share of import duties in the total tax 
revenue. But while the slowdown in the overall economy may explain some of 
the fall in import taxes, major reason for this general fall is the general removal 
of protective tariffs as part of the overall trade and investment liberalization of the 
Thai economy, especially for export promotion purposes. Export taxes, especially 
taxes on rice exports which, at one time, constituted up to 10 per cent of the central 
government revenue, are no longer important source of government revenues. This 
is all very well because farmers who are the majority of the people in Thailand had 
suffered high taxes on their products for so long in the past. 


Also in the past, the share of these external taxes and that of business or sales 
tax and excise tax was roughly equal at about 20 per cent of the total revenues of the 
central government. These shares remained more or less the same for business tax 
and excise or selective sales tax while the share of external taxes fell as mentioned 
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earlier. Perhaps one of the most important, if not the most important, tax changes in 
the recent Thai history was the replacement of business tax which was a traditional 
turnover sales tax with the value added tax (VAT) in 1992. The learning process 
that followed the changeover had caused the tax revenue collected to fall in the 
first few years after the new tax system was launched. But the administration of 
the VAT seems to be working well since the early 2000s. The excise or selective 
sales tax continued to do well in its revenue collection as the consumption of liquor 
and tobacco did not appear to have fallen, but instead has increased during the 
economic recovery period in early 2000s, and currently ranges around 25 per cent. 
When the VAT replaced the former business tax, the excise or selective sales tax 
has also changed its nature from strictly sumptuary tax to supplementary tax to the 
VAT levied on luxury goods. 


Other taxes are minor and insignificant. This includes property tax and 
wealth tax which were virtually non-existent in the case of Thailand. What 
can be called property taxes in Thailand are Land and Building Tax and Local 
Development Tax which are taxes collected by local governments. There is no 
inheritance or death tax in Thailand, but in case of land inheritance, the inheritance 
receiver will only need to pay minimal transfer fee of 0.5 per cent (stamp duties) 
to transfer the title deeds into their names, and pay minimal property transfer 
taxes (2 per cent) when they actually sell the property. However, for normal land 
transfer, there is a small transfer fee of 2 per cent of appraised value, another 
0.5 per cent in form of stamp duties, and special business tax of 3.3 per cent for 
commercial property transfer.* This explains why local governments in Thailand 
must still depend on the grants-in-aid from the central government as the major 
source of their revenues because their local tax base is so small. The situation 
should improve in the near future when the central government decided to institute 
a major change in the way in which this property tax is being taxed (see below).? 
As for the non-tax revenues, the fees from registration of land ownership were 
a major item of the central government during the economic boom period in the 





> Where sellers do not reside in the property and have received title transfer less than 5 years prior 


to the land sale. 

3 For problems and analysis of local government taxes in Thailand see ‘The Challenge of 
Local Public Finance in Thailand’, paper presented at the Workshop on Local Public Finance 
and Economic Development in the Asia Pacific Region organized by the Center for Advanced 
Studies, National University of Singapore and the Graduate School of Public Policy, University of 
California, Berkeley, in Singapore, 12-13 May 1992. 
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latter half of the 1980s and the early 1990s. This boom was a consequence of an 
economic bubble that took place with a huge inflow of foreign capital in the late 
1980s. When the bubble burst in the late 1990s, the revenue from this source 
had abruptly declined. In 2003, property transfer activities and hence property 
transfer taxes has increased significantly as a result of better economic growth, 
low interest rates, and the rush to complete property transfers to take advantage of 
the especially low 0.01 per cent special business tax charge scheme which expired 
at the end of 2003. 


Increased economic activity in 2004 had resulted in an almost 25 per cent 
increase in car sales. Also, the increase in oil price and higher oil production 
capacity in Thailand resulted in higher petroleum taxes in 2004. However, some 
instances of tax avoidance in oil imports through shipments are still prevalent, 
especially with the combination of tax refund from oil exports and the government’s 
provision of oil subsidies which resulted in some price distortion.* However, in 
early June 2005, the government has decided to gradually allow the local diesel 
prices to fluctuate according to the global trend, following the several reductions 
in benzene subsidies in late 2004. To reduce the effect of diesel price increase, the 
government has agreed to reduce the excise tax to cushion sharp price increase. 
This freeing of subsidies is welcomed by most people as the huge accumulated 
loss of the Oil Subsidy Fund (almost 90 billion baht as of May 2005) is already 
inappropriate and unacceptable. In 2004, the government has a positive fiscal 
balance of 110,291 million baht or 1.7 per cent of GDP as it could collect more tax 
and fee revenue due to economic expansion, improved efficiency of revenue/tax 
collection agencies. Moreover, the Social Security Fund (which is not included 
in the ‘normal’ yearly budget) has increased its contribution percentage and has 
extended its coverage on unemployment benefits. The government has also tried 
to speed up the actual spending of allocated budget of local authorities. 





4 Oil imports not taxed properly’, Piyasawad Amaranand, Krungthep Turakij, 20 April 2005, 


p.22. 

5 The government also attempts to be more flexible with tax policy adjustments. For example, there 
was a new car tax scheme originally implemented in January 2005 which was later revised after the 
government noticed that tax revenue on car sales is not as high as previously estimated, as some 
businesses may have the incentive to underreport total sales amount to protect themselves. 
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There have been some problems in the past on problematic financial 
statements prepared by incompetent accountants and also leads to incorrect tax 
filing which creates additional burden for the tax office. Therefore, the government 
has tightened its regulation on the accounting profession and the Accounting Act 
which was enacted in 2000. The Act requires that all ‘accountants’ for any business 
with assets or revenue per year exceeding 30 million baht, or registered capital 
exceeding 5 billion baht needs to have at least a Bachelor of Accountancy (or 
equivalent) qualification, whereas previously this requirement was never explicitly 
specified. The government also requires all businesses to arrange to have an 
independent auditor to audit their financial statements. There is also a new type of 
auditor called ‘tax auditor’ which has emerged in 2004. These tax auditors need to 
have at least a Bachelor of Accountancy (or equivalent) qualification, and must also 
pass a separate test organized by the Revenue Department, after which they will 
receive a ‘certificate’ allowing them to audit tax financial statements of big firms 
prior to submission to the Revenue Department. Their focus of tax accounting is 
to follow the tax codes and apply revenue and expense booking according to the 
tax codes, not accounting principles. Therefore tax auditors need not express their 
opinion on the accuracy of the financial statements and operating results of the 
firms. Regular yearly training is required of all tax auditors to make sure that they 
are up-to-date with changes in the accounting code. 


Regarding international investments, Thailand now has Double Taxation 
Agreement (Double Tax Treaty) with over 45 countries.° Taxpayers in Thailand 
will be paying less taxes if they receive income form countries which have 
Double Taxation Treaty with Thailand as of November 1997. The government 
has announced another tax measure aiming to allow Thai corporations to use the 
amount of tax paid overseas as tax deduction in Thailand, in order to promote 
investment in countries without Double Taxation Treaty with Thailand as well.’ 





6 Chaiyasit Trachootham, ‘Thailand and the elimination or reduction of international double 


taxation’, Sanphakornsarn, December 2003, year 50, vol. 12, p.91—100. 

7 However, there is still some ‘unfairness’ in this measure as it only allows corporations which 
are set up under Thai law. Neither corporations set up under foreign law operating in Thailand nor 
individuals would get this privilege. The foreign tax (actually paid for, not just ‘liable for’ which 
can be used as tax credit in Thailand has to be classified as income taxes, hence indirect taxes are not 
creditable. 
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3. Problems in the Thai Tax System, Reforms Progress and Trends 


The tax system in Thailand is very much conditioned by its stage and degree of 
economic development. In the early stage of its economic development in the 1960s 
and 1970s, international trade taxes figured prominently in the revenue structure of 
Thailand. Firstly, the protective tariffs were set up to help local infant industries in 
the early stage of import-substituting industrialisation. The traditional agricultural 
sector was extracted of its surplus in both export taxes as well as local commodity 
taxes in order to provide necessary resources for further industrialisation and 
development. Domestic and foreign investments were encouraged, and fiscal 
incentives were given to potential and prospective investors. As these investors 
were likely to be those who had accumulated wealth and income, government 
fiscal incentives worked to stimulate greater accumulation of wealth and income 
to the detriment of income equality in the country. Meanwhile, the government 
found it easier to collect taxes based on consumption and concentrated its efforts 
on collecting these taxes which further caused disparities in the existing income 
distribution. Only when the modern, industrial, sector is developed enough, and 
contributes enough to the government finance, that the government will begin 
to ease the pressure on the traditional agricultural sector in resource extraction, 
and pay more attention to the assistance of this once highly exploited sector. As 
mentioned earlier, it appears that when the country has become more prosperous, 
the likelihood of fiscal reforms has also become easier. 


In an influential paper by Dr. Panas Simasathian and Dr. Somchai Richupan 
of the Thai Ministry of Finance, the authors had looked at the change in the Thai 
economy similar to what was said above and suggested ways to solve the resulting 
problems.* Both had talked about the graduation of the Thai economy from a 
poor to a developing country where industrial and manufacturing sectors have 
outgrown the agricultural sector in a greater world economy. In a situation like this 
the existing tax system could no longer cope with it and needs to change. They had 
identified nine problems afflicting the Thai tax system as follows: 


1. The rates are too high; 


2. Too much protection for the industrial sector; 





8 Panas Simasathian and Somchai Richupan, ‘Proposals on Tax Reforms 1991’, Sanpakornsarn, 


May-—August 1992, pp. 15-56. 
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. The tax base is too narrow; 

. There are tax duplications; 

. There are too many rates; 

. Tax structure is not conducive to export promotion; 
. The use of tax to serve too many purposes; 


. No clear-cut policy on the use of tax instruments; 


S©0o AN DN KW 


. Tax system is complex and difficult to follow. 


In another document, officials from the Ministry of Finance listed 5 points 
of shortcomings of the current Thai tax system.’ They were: too high tax rates, 
excessive protection of domestic industries, narrow tax base, multiplicity of tax 
rates, and targeting to achieve multiplicity of objectives. In a more recent article, 
Dr. Somchai Richupan repeated his arguments for the reforms of the Thai tax 
system.'° Obviously the defects in the tax system referred to above did not pertain 
to any single tax but several taxes considered together. It is, therefore, more 
relevant to look at each major tax to see where its defects are and how to correct 
them. The following taxes will be considered: income taxes, business or sales tax, 
import duties, and local taxes. 


The Fiscal Policy Office has four strategic policies which it is focusing on, 
namely, (a) development of fiscal sustainability, (b) development of strong and 
sustainable financial system, (c) sustainable economic and social development, 
and (d) restructuring within the Ministry of Finance in order to increase efficiency 
and transparency of the work progress. The Tax Policy Office (TPO) which is 
under the umbrella of the Fiscal Policy Office has several main tasks under the 
first and the third strategic policies. The TPO needs to review the tax benefits and 
subsidies given, and generally reduce the tax subsidies to pave way for a freer 
trade environment in the future—as approved by the Thai government through the 
Ministry of Finance. In addition, the TPO needs to review the export and investment 
tax benefits in order to promote export growth and foreign direct investment. On 
the debt restructuring tax benefits issue, since most of the NPLs problems caused 





° UN-ESCAP, Issues and Experiences in Tax System Reforms in Selected Countries of the 


ESCAP Region, Thailand Case Study, Bangkok: UN-ESCAP, 1995, pp. 154-171. 
10 Somchai Richupan, ‘The Reform of Customs Tariffs in Thailand’, Sanpakornsarn, September— 
December 1994, pp. 11-15. 
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during the financial crisis were resolved one way or another, the remaining tasks 
of the TPO in this particular area should be minimal, unless there are structural 
changes in the future. 


According to the 5-year strategic plans (2004—2008) set forth in 2004, the 
Tax Policy Office is responsible for studying and proposing appropriate changes 
to the normal income tax scheme and e-commerce revenue income tax scheme; 
devising a tax policy which is neutral for savings and investments, developing 
a micro-simulation model to forecast personal income taxes, suggesting the 
restructuring of excise taxes, especially on the car and air-conditioning industries, 
creating an environmentally-friendly tax scheme to encourage the use of 
low-pollution fuel; proposing changes to the existing special business taxes which 
may adversely affect the financial system development (especially property transfer 
transactions); reviewing and changing the asset and property taxes (potentially 
by introducing progressive tax rates on land holdings according to land size); 
reviewing the appropriateness of the environmental-related taxes such as taxes on 
pesticides; evaluating the social aspects of the existing tax structure and proposing 
changes, and studying the tax privileges given to foreign diplomats, and so on. 


The current government intends to restructure the local government’s 
revenue structure by increasing the percentage of the land and building tax, and the 
excise taxes on liquor and tobacco products that local authorities collect directly. 
A bill concerning revenue collection of local government authorities is being 
discussed and is expected to be passed into law in the near future. This law, when 
enacted, should help the revenue generation capability of the local government 
authorities. Many new fiscal measures to improve the rural/local development 
are being studied to better manage the funds flows, both on the borrowing side, 
and on the investment side. The government" also aims to reform the process 
of budgetary allocation and spending as well as the public procurement system 
with a view to enhancing transparency and efficiency in approving the budget. 
Moreover, the government intends to speed up the budget reform process to make 
it more effective and efficient in implementing government policies and enable 
ministries and departments to manage their affairs with greater accountability 





Policy of the Government of H.E. Prime Minister Thaksin Shinawatra, delivered to the National 
Assembly, 26 February 2001. 
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through improved performance monitoring and evaluation systems. The Budget 
Procedures Act 1959, the workhorse of the Thai budget system, is currently under 
scrutiny for revision. 


Several tax measures are also used to facilitate economic recovery such as 
the property transfer tax reduction and tax benefits on debt restructuring for both 
creditors and debtors. The measures were first introduced after the financial crisis 
which started in 1997 and the deadline of the temporary tax reduction has been 
extended for the fourth time in 2004 (to end in December 2006). The benefits 
include many types of tax exemption related to debt restructuring according to 
Bank of Thailand’s regulation, for example, income tax, value added tax, special 
business tax, and stamp duties, and also reduction on property and land transfer 
tax—ain case of collateral transfer from debtors to creditors (financial institutions) 
to fulfill debt obligations. 


(a) Personal and Corporate Income Taxes 


Starting with individual income tax. One of the most glaring defects in the Thai 
individual income tax system is the lack of comprehensiveness in the concept of 
income tax and the laxness in collecting taxes on income. Although the Revenue 
Code of Thailand has provided a reasonably comprehensive coverage of income, 
there are several exceptions and preferential treatments of various incomes such 
that the income tax base is much eroded. For example, income from rice trade 
is exempted; income from capital gains from sale of listed companies’ stocks is 
also exempted'*; income tax withholding is only practised by large income-paying 
organizations; there is no stringent check on the use of taxpayers’ identification 
numbers; and so on. There is much room for improvement in the collection of 
this type of tax, not even by the adoption of the more comprehensive definition of 
income tax, but simply by forcing greater income tax withholding at the payment 
sources. 





12 


This policy was implemented in order to facilitate the growth of the capital market (stock market) 
which effectively benefits the rich and foreign investors more than the poor who normally do not have 
enough money to explore these investment channels. In a way, this is one of the major inequalities 
in the Thai economy. 
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Earlier on, especially during the 1960s to 1980s, the government had 
attempted to make up for the laxness in the collection of individual income tax 
through the use of high tax rates and low personal allowances and deductible 
expenses. As shown in Table 3, the personal allowance for income earners was 
about 4,000 baht throughout most of the 1970s with another 4,000 baht for the 
spouse and 1,000 baht for a child. The rates of individual income tax were also 
wide-ranging. During 1982-84, for example, there were 13 rates ranging from the 
starting rate of 7 per cent to the top rate of 65 per cent. Complaints and evasions 
abounded during these periods. The government reacted by announcing the names 
of top income taxpayers every year in its attempt to encourage civic duties as well 
as to provide a disguised public scrutiny. This practice was later abolished. From 
1986 onward the government began to reduce both the number of the rates and the 
rate ceiling, ending up with only four rate brackets now, starting from the lowest 
rate of 10 per cent for income above the 100,000 baht per year threshold, to the 
highest rate of 37 per cent. With the increased levels of personal allowance and 
deductible expenses, the present individual income tax system is reported to have 
resulted in greater compliance and more income tax generation. 


BOX 1: RECENT INNOVATIONS IN PERSONAL INCOME TAXATION 





While we have expressed certain reservations on the practice of income tax 
collections in Thailand in this paper, it appears that the Thai tax authority 
is enjoying their role in finding many innovations in their tax collections. 
Several examples of the new allowable deductions and exemption rules for 
personal income tax (and some for corporate income tax) are as follows: 


¢ In October 2004, one of the tax reform measures which were 
approved targeting lower income people was the increase of the 
tax exemption threshold for personal income tax from 80,000 
baht to 100,000 baht thereby allowing taxpayers to keep more 
money in their pockets which is likely to be proportionately more 
significant for the poor than the rich. 
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¢ One important tax measure initiated in early 2000s and further 


relaxed in April 2004 was the RMF or ‘Retirement Mutual Fund’ 
program to allow taxpayers who have invested in RMF for at 
least 5 consecutive years to be exempted from tax on income and 
interests earned from RMF redemption. (previously, the condition 
was much stricter and taxpayers would only receive tax benefits 
if they redeem the funds after they are at least 55 years old and 
have remain invested for 5 years, or after they died or became 
incapacitated) This policy relaxation should encourage more 
participation in RMF scheme, especially by younger workers who 
were originally deterred by the 55 year tax exempt redemption 
criteria, which would in turn provide a stronger private social 
security system, and allow RMF managers to invest more funds 
on a longer-term basis. Enhancing social security through private 
funding/savings has recently become one of the Thai government’s 
objectives, similar to other governments with aging population 
such as the U.S. and European countries. 


Another new measure implemented in 2004 was the introduction 
of Long-Term Equity Funds (LTF) which taxpayers could invest 
up to 15 per cent of their taxable income (but not to exceed 300,000 
baht per year) in these LTF funds and get full tax deduction 
provided that they hold the LTF investment for at least five years. 
The scheme is originally estimated to reduce tax income by 2,200 
million baht per year. This measure not only provides incentive 
for taxpayers to allocate part of their cash for investment, but 
also promotes higher stability in the stock market by increasing 
the allocation of funds which are considered long-term equity 
investment (as opposed to ‘hot money’ from foreign sources or 
‘speculative money’ from retail investors which generally causes 
unwanted and sometimes exaggerated fluctuations in the Thai 
equity market). In addition, a deeper capital market would enable 
broader investment prospects and allow companies to raise funds 
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at a cheaper costs to expand their investments and eventually 
bring in higher tax income in the future. 


¢ Tax deduction for people who are caretaker for their own parents 
and/or their spouse’s parents who are over 60 years old (subject 
to the aging parents’ income test).'3 Allowable tax deduction at 
present is 15,000 baht per parent, and likely to be increased to 
30,000 baht per parent in the future (MOF News, 26 Oct 2004). 


e There are measures to promote savings for senior citizens (over 
55 years old) with interest income from forward deposits over one 
year maturity not exceeding 30,000 baht per year are exempted 
from income tax on this interest income. This measure will 
increase senior citizen’s income and encourage more longer-term 
fixed deposits which is good for the economy. 


¢ In 2004, the Revenue Department allowed tax deduction for 
donations to libraries, schools, museums, sports authorities, 
public sports facilities (which are open for public use without 
charge).'* It also allowed deductions for employers who employ 
disabled workers: The employers may double their wage payment 
(expense) deduction. This tax code should providing incentive to 
employers to hire disabled workers and generate employment for 
the needy. 


¢ Donations to authorized funds for rehabilitation of disabled 
people, senior citizens’ fund, and donations to private facilities 
which provides free care for children, senior citizens, and 
disabled citizens like government facilities are tax-deductible (up 
to 10 per cent for personal tax and up to 2 per cent of net profits 
for companies). 





‘3 Each parent’s income must not exceed 30,000 baht/year in order to qualify for tax 
deduction, as this scheme aims to assist low-income household. 
‘4 Actual deduction not exceeding 10% of taxable income. 
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¢ The latest tax relaxation measure which the MOF proposed to the 
government in early June 2005 aimed to (partially) relax income 
tax charges for all senior citizens above 65 years old. Since the 
details of this proposal are yet to be finalized, we are not going 
to discuss it now. Nevertheless, we would like to express our 
concern that income tax concession should be given to people 
in need, either in form of tax deduction or government subsidy 
on public transportation/medical care, instead of given to every 
senior citizen regardless of their financial status. 


The Revenue Department also intends to increase the use of internet- 
based program in its operations. During the past few years, taxpayers 
(both individuals and corporations) were able to utilize the RD’s website 
in searching for up-to-date tax code information, downloading tax return 
forms, reading calculation explanations and using softwares, and even 
actually filing tax returns and other tax forms through the website. Filing 
tax returns through the internet is simpler for the tax office as well, as 
there are less paperwork to handle and less data to key into the system. 
In addition, the RD is considering using data-mining techniques in its tax 
administration, since the same data mining techniques can be used to better 
capture taxpayers’ behaviors, and detect any ‘unusual’ pattern shifts, etc. 
If used properly, this tool can make the RD’s work progress much more 
efficient and effective. Nowadays most individual income tax returns are 
being distributed to taxpayers as early as 15 days from the date of filing. 
The number of taxpayers who file their tax returns through the internet 
have increased considerably. In 2003 tax year, approximately 2.1 million 
taxpayers (out of 7 million in total) submit their tax return filings through 
the internet. The number is estimated to be higher in 2004 because there are 
more allowable deductions this year and filing through the internet meant 
that refunds are sent back to taxpayers faster. 
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On the corporate front, the government had used three levels of profit tax 
brackets since the early 1950s until late 1970s. As shown in Table 4, the top rate 
for corporate profit over | million baht was 30 per cent. This had increased to 
35 per cent in 1977 for companies not listed in the stock market, and to 45 per cent 
in 1980 for these non-listed companies. The listed companies, however, enjoyed 
a 5 percentage points advantage in lower corporate tax rate until 1992 when the 
same rate of 30 per cent was used for all companies. The preferential treatment 
for listed companies was part of the government’s efforts to promote activities in 
the stock market. But in doing so, it had created distortions in the investment and 
capital markets. More importantly, this discriminatory rate gave unfair treatment 
to non-listed companies which, by nature, are small and medium-scale enterprises. 
The distribution of income is expected to get worse from this measure. The current 
rate of tax of 30 per cent over all companies’ profits compares well with the 
corporate tax rate in many countries around the world. 





'S While the personal income tax bracket in Thailand range is between 10% to 37%, the normal 
corporate income tax bracket is 30%. The private sector is constantly urging the government to 
reduce tax charges in order to improve their profit margins. For example, there are proposals by 
business operators in the tourism industry requesting the government to reduce or eliminate 
corporate income tax. Overall, the private sector has voiced some concerns on the government’s 
current projection of 20% export growth in 2005 since there are still many negative factors which 
could hurt the manufacturing sector such as high raw material costs, existing logistic problems, 
comparative disadvantage compared to China, and unfavorable regulations, and tax structure of the 
government, especially with the prevailing FTA implementations. High raw material prices have 
squeezed exporters’ profit margins, and some have requested for import duties exemption on raw 
material imports for intermediate and downstream production (at present some import duties/excise 
taxes are duplicative). Several raw material import tariff reductions have been implemented, e.g. 
for electrical and electronic goods. Active anti-dumping monitoring should be put in place and any 
breach should be counter-measured promptly. 
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Table 4: History of Personal Allowance, Deductible Expenses, and the Rates of 
Individual Income Tax 








Year Tax Brackets for Corporate Profits Tax rates 

1951-58 0-500,000 baht 10% 

500,00 1—1,000,000 baht 15% 

1,000,001 baht and over 20% 
1959-71 0-500,000 baht 15% 

500,00 1—1,000,000 baht 20% 

1,000,001 baht and over 25% 
1972-76 0-500,000 baht 20% 

500,00 1—1,000,000 baht 25% 

1,000,001 baht and over 30% 
1977-79 30% for listed companies 35% for all other companies 
1980 35% for listed companies 45% for all other companies 
1981-85 30% for listed companies 40% for all other companies 
1986-91 30% for listed companies 35% for all other companies 
1992—present 30% for all companies 30% for all companies 





Source: Sanpakornsarn, September—December 1997, p. 38, http://www.rd.go.th 


To promote long-term development of the capital market, the government 
agreed with MOF and SEC’s proposal to extend the period applicable to receive 
the tax benefit to companies which successfully enlist in the one of the two stock 
exchanges (5 year corporate tax reduction: down from 30 per cent to 20 per cent 
in case of Market for Alternative Investment (mai), and down to 25 per cent in 
case of Stock Exchange of Thailand (SET) from September 2004 until the end 
of December 2005) to allow more time window for companies planning to enlist 
and prevent too many IPOs in the period. By enlisting in the stock exchange 
the companies will be subject to higher public scrutiny and higher accounting 
disclosure standards which would likely result in greater transparency and accurate 
tax payment which will be beneficial for tax collection in the long run. In addition, 
the Investment Promotion Act 1977 stated that dividend paid to shareholders of 
companies which have received tax exemption promotional investment benefits 
are also tax-exempt (as long as the tax exemption period is not over). 





16 Shareholders can be individuals, partnerships, or companies. 
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(b) Sales Taxes 


Like many developing economies, Thailand relies upon consumption-based tax 
as a major source of tax revenue. The general consumption-based tax before the 
advent of this Value-Added tax (VAT) is the so-called Business tax which was 
essentially a turnover tax based on gross sales of various goods and services. The 
cascading effects of the tax was obvious, and the existence of multiple rates only 
complicated the administration of this tax further. As early as the beginning of the 
Fifth Development Plan in 1981, the proposal for the reform of this Business tax 
was made, and the new tax to replace it was this Value-Added tax. 


Literature abounds which exhorts the goodness of value-added tax. The 
question is not whether it is a good tax, but whether those who would be adversely 
affected by the change of tax would accept it. The situation prior to the use of 
this tax is such that those business people and traders who were paying less than 
7 per cent business tax would suddenly upon the launching of the 7 per cent VAT 
faced a much higher tax rate. These potential losers would object to the VAT 
conversion. Despite repeated assurance from the officials of the Department 
of Revenue who were in charge of the VAT changeover that the new tax was 
better and they were ready to set it up, the political will was lacking from the 
government. Delays and postponements from one government to another saw 
the VAT rearing to take off only to be aborted at the final stage. It was not until 
1 January 1992 when the government of Mr Anand Panyarachun decided that the 
time had come to do it, and the VAT was launched. It was ironic that it took the 
government of Mr Anand who ran the country under the protection of military 
coup leaders to decide to go ahead with the reform of this important tax when the 
democratic government failed to do so. 


There was an argument about the tax rate. The original proposal was to use 
the 10 per cent tax rate across the board. Some feared the excessive tax burden that 
this rate might bring, so in the end a compromise was struck, and the 7 per cent rate 
was agreed. There were also necessities to exempt small business establishments 
whose account-keeping was not standardised, or whose returns might be too small 
to be taxed. Farmers and their farm operations were among those who should 
be exempted, at least in the beginning. Therefore, a dual system still existed in 
the early system of VAT. For business establishment earning more than 50,000 
baht of sales per month, this VAT was compulsory. The VAT tax of 7 per cent 
was levied on the final sale to be subtracted by the tax on the purchase of raw 
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materials and intermediate inputs. The difference would be the tax on the added 
value and the tax amount would be paid to the government on a monthly basis. 
Originally, those smaller business establishments earning less than 50,000 baht 
per month (1.2 million baht per year), they either could volunteer to come under 
the new VAT system or remain in the previous Business tax regime (which is 
now called Specific Business Tax) paying the tax rate of 1.5 per cent. This rule 
has been relaxed somewhat recently. For small and medium business enterprises 
(SMEs) with profits not exceeding 5 million baht and registered from January 
1, 2004 onwards will be taxed on a reduced tax rate of 15 per cent (instead of 
20 per cent) on the first 1 million baht of their profits. Moreover, the income 
threshold requirement for SMEs to register in the VAT system has been increased 
form 1.2 million to 1.8 million baht per year (starting from income received from 
April 1, 2005 onwards). 


This measure should reduce tax burden and reporting requirement for small 
SMEs. Although, in theory, Value Added Taxes of 7 per cent would be paid by 
buyers of goods and services - as vendors under VAT system may seek to claim 
back input tax. But in practice, especially for SMEs, the provider/seller usually 
has to be responsible for VAT payment, if not customers may turn to non- VAT 
competitors instead. And vendors outside the VAT system may find ways to escape 
the tax payment altogether, hence vendors under VAT system may suffer some 
business disadvantage. 


The difficulties in the changeover during the first few months of 1992, 
and indeed a few years after that, had resulted in the drastic fall of the total tax 
collections. The combined sum total of Business tax and VAT in 1992 was only 
93 billion baht which was even lower than the Business tax collection in 1991 of 
101.8 billion baht. The combined collection in 1993 was only marginally better at 
98.1 billion. In 1994, that is after three years of experience, the VAT collection had 
reached 120.6 billion, a full 22.8 per cent increase in revenue from the previous 
year. The VAT system also suffered from over-reporting in mid 1990s as a result 
of exporters attempting to get higher VAT refunds on exports, and eventually 
distorting the export numbers by a rather significant amount. Eventually the VAT 
has come of age, and the prospect of this tax being a fair and revenue-enhancing 
tax is never better. Thailand has succeeded in the fiscal reform that may throw 
many countries into great political turmoil before it will be accepted. 
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However, a major mistake was committed in August 1997, when the Thai 
government under the IMF directive has increased the VAT rate to 10 per cent 
to increase government revenue and reduce domestic demands. This effectively 
deepened the recession and sent Thailand down the economic spiral even faster. 
The increased VAT was not eased until more than a year later when the government 
has ‘temporarily’ reduced the VAT from 10 per cent back to 7 per cent in response 
to the marked slowdown in the Thai economy. Unfortunately, it was too late and 
the damage has been done. It took several years before Thailand could get back on 
track again in terms of consumer spending and economic growth. The reduction 
of VAT which was originally planed to be a ‘temporary’ measure (2 years only) 
has since been extended until the end of the 2005 fiscal year, and perhaps could be 
further extended to maintain stability in the economy. 


Regarding the e-commerce taxes, the Revenue Department aims to prepare 
the information technology (IT) readiness to serve tax payers and to enhance 
international competitiveness in accordance with the main strategic objectives of 
the Ministry of Finance. Sales taxes on e-commerce tangible goods can theoretically 
be collected from foreign sellers who sold goods through the internet. 


(c) Custom Duties and Free Trade Agreements 


Thailand began its industrialisation process like many other countries in the 
region, that is through import substitution before moving on to export promotion 
and other outward-looking strategies. To help protect its infant industries, 
protective tariff walls were constructed around these industries to protect them 
from early competition from foreign sources. This protection is necessary and 
acceptable if it is done quickly before inefficiencies set in and the incentives to 
change reduced. 


As pointed out by Suphat'’, the level of tariff protection in Thailand has 
fluctuated overtime. In the 1960s, Thailand had one of the lowest levels of tariff 
protection in Asia. Towards the end of the 1960s, Thailand suffered from a large 
balance of payments deficit which forced the government to impose high import 
tariffs as a means to solving this problem. In 1975 Thailand again suffered major 
balance of payments deficits, and again the government resorted to increased 





'7 Suphat Suphachalasai, ‘Export-Led Industrialisation’, in Medhi Krongkaew (ed.), Thailand’s 
Industrialisation and Its Consequences, Basingstoke, Hampshire: Macmillan, 1995, pp. 66-84. 
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import tariffs. It could be said, therefore, that during the two decades of 1960s and 
1970s import tariffs were used as a means to raise government revenue, to correct 
balance of payments problems, and to fight inflation. A major result of this policy 
was an increase in the intensity of industrial protection. The decade of the 1980s 
was no different from two decades earlier when import tariffs remained high due 
to recurring balance of trade and payments problems. 


The beginning of the 1990s, however, saw major changes in the structure of 
industrial protection in Thailand. The entrenched and heavily protected industries 
such as automobile industry began to face tariff cuts. The period also coincided 
with the formation of the Asia Pacific Economic Cooperation (APEC) of which 
Thailand was a founding member which aimed at free trade and investment in the 
Asia Pacific area. At the same time, the Uruguay Round of the GATT negotiations 
was entering its critical stage whereupon the final agreements would create an 
important atmosphere for non-restricted trade throughout the world. Closer 
to home, the economic cooperation among ASEAN members already pointed 
towards greater and freer trade among members. The freer trade movement in 
ASEAN climaxed in January 1992 during its Summit Meeting in Singapore with 
the proposal of Mr Anand Panyarachun, the then Thai Prime Minister, to create 
the ASEAN Free Trade Area or AFTA by the year 2010. All the above economic 
events had at least one thing in common: the reduction in customs tariffs as a 
precondition for greater and freer trade. 


So, starting from 1992, the Thai government planned to reduce the number of 
tariff rates from about 60 to just 5-6 levels by 1997. These rates were 0 per cent for 
raw materials in short supply within the country, 5 per cent for other raw materials, 
10 per cent for intermediate products, 20 per cent for finished manufactured 
products, and over 20 per cent for products whose domestic protection was still 
needed. Throughout 1992, the Ministry of Finance announced more than 1000 
reductions in tariff rates within 24 categories of commodities. In December 1994, 
the cabinet agreed to the proposal by the Ministry of Finance to another round of 
tariff reductions. This round of tariff cuts which was effective from 1 January 1995 
onward has reduce all the tariff rates with the highest tariff rate of 100 per cent to 
no more than 30 per cent across the board. The tariff rates in December 1994 which 
numbered around 39 were reduced to six. This was a slight change from the policy 
in 1992 where there were only 5 rates. The new rate of | per cent was inserted for 
raw materials, electronic parts and international transport equipment. 
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How did this tariff cuts affect the tariff commitments under AFTA, 
the GATT-created World Trade Organisation (WTO), and APEC? There is no 
apparent conflict because the overall tariff cuts satisfy all obligations under the 
three trade agreements. For example, under the GATT-WTO obligations, Thailand 
has already reduced the tariffs on most bound commodities within 5 years from 
1 January 1995 in which the reduced rate must be at least 30 per cent while the 
average tariff rate is around 17 per cent. The exceptions are textile products which 
are given 10 years to reduce, and the agricultural products whose tariff reduction 
must be at least 24 per cent also within 10 years. 


The ASEAN Free Trade Area has been gradually bringing duties for 
trade with members down from 60 per cent in 1996 to 5 per cent now. ASEAN 
members have committed themselves to eliminating tariffs on most goods within 
several years from the first agreement date. The Thai government has approved 
several raw material import duties to enhance local manufacturers’ international 
competitiveness, for example, concentrated fruit juice (from 30 per cent to 
10 per cent), most granite and marble (to 1 per cent), polyamide (raw material 
for nylon production) from 20 per cent to 5 per cent. However, there are some 
criticisms on the tariff reductions on tobacco products (which is one of the 
agricultural goods) since tariff reduction would naturally encourage more tobacco 
production and consumption in Thailand. 


Several tax reform measures were introduced in 2003 to enhance inter- 
national competitiveness 


¢ Customs: Overall reform of wide-ranging custom duties; separating 
items into 3 groups: raw materials, semi-finished products, and finished 
goods, which would eventually be reduced down to targets of 1 per cent, 
5 per cent, and 10 per cent respectively. So far the government has 
approved reforms on over 3,000 products 


¢ Excise tax: Restructuring the tax structure of the car industry to make it 
more transparent and reduce conflict between the car industry and the 
government. 


¢ Other tax reform measures to enhance competitiveness include import 
duties reduction for semi-capital goods/products or upstream products 
which cannot be produced locally such as several types of steels, chemicals, 
special membranes, etc. to lower production costs for manufacturers. 
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e The government is also attempting to encourage consolidation in the 
financial sector to strengthen the country’s financial system in accordance 
with the new Financial Master Plan. Many taxes will be exempted until 
2006. 


There are suggestions from several academicians asking the government to 
increase ‘sin tax’ on unnecessary and potentially harmful items such as fast food, 
carbonated drinks, high powered cars, and increase taxes on alcohol and tobacco.'® 
They also suggested that Excise Department should inflation-index its tax rates 
to ensure the effectiveness in deterring consumption. However, the government 
still disagrees with this idea because it feels that some of the proposals are related 
to personal consumption and the government should not be interfering too much 
through ‘sin tax’. The Finance Ministry is also responsible for the distribution of 
tax income, for example, it is considering allocating part of the alcohol and tobacco 
excise tax in funding the Thai Health Promotion Foundation (Thai Health) or the 
30-baht program. However, since there need to be underlying legal framework 
if the excise tax received cannot be redistributed to the Thai Health Promotion 
Foundation, the Excise Department may need to theoretically reduce the excise tax 
and channel the tax reduction directly to the Thai Health Promotion Foundation (as 
fee income) without additional tax or fees to the taxpayers. 


Thailand has been involved in FTA negotiations with several countries 
including Australia, Bahrain, China, New Zealand, United States, India, Japan, 
Peru, BIMSTEC group, and EFTA'”. FTA agreements (at different stages of 
implementation) with countries such as Australia and China are beginning to 
reflect in lower import duties in 2004 which was the first year in which some 
FTA agreements actually came into effect. Another important concern on the rapid 
introduction of bilateral or multilateral FTAs is the issue of patent protection, both 
on generic local herbs/medication and the concerned that with full implementation 
of FTA, the country will be forced to pay high prices for all patent-protected 
medications, especially for life-saving drugs. This concern is magnified when it 
comes to FTA negotiation with the U.S. which has significant drug exports. 





'8 <Sin tax should be collected’, Krungthep Turakij, 5 May 2005, p.3. 
19 Norway, Switzerland, Iceland, and Lichtenstein 
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The FTA negotiation with Japan was very lengthy and has faced some major 
resistances form the private sector, including the Federation of Thai Industries and 
the Board of Trade”, especially the steel and auto sectors which are likely to suffer 
the most if all aspects of the Japanese proposals are accepted.”! As of early May 
2005, the negotiation on the manufacturing sector taxes is on hold temporarily, 
perhaps to allow various interest groups to better analyse the situation. It is reported 
in the press that the government expects all FTA negotiations to end in Q3 2005, 
while local industry representatives are still negotiating for continued protection.” 
Part of the Japanese FTA proposal is to ask Thailand to reduce import tariff on 
finished car engine size exceeding 3,000 cc., and later extend to engine size smaller 
than 3,000 cc. The auto and auto parts producers in Thailand strongly argue against 
import tariff reduction for car imports especially for cars with engine size smaller 
than 3,000 cc. For example, for cars with engine size smaller than 2,000 cc. has 
tax costs of 96.82 per cent but if the Japanese FTA proposal is passed, the tax costs 
of imported car from Japan under FTA would only be 60 per cent, thereby highly 
likely to render sales of locally made cars in lieu of Japanese made imported cars.” 


On FTA with New Zealand, effective on 1 July 2005, Thailand will reduce 
tax on dairy products and several food products for New Zealand (with a ‘trigger 
volume’ agreement in place where Thailand can impose higher tax charges once 
the volume of imports from New Zealand surpasses the ‘trigger volume’ and 
Thailand aims to export more pick-up trucks, tuna fish, plastic resins, jewelry and 
ornaments, electrical products, frozen shrimps, etc. 


20 “Fix trade pace of forget it, says industry chiefs’, The Nation, 6 May 2005, p.1 (Petchanet 
Pratruangkrai) 

°1_ ‘Damage assessment of the auto industry’, Krungthep Turakij, 9 May 2005, p.48 

? ‘Japanese lobby ‘Wattana’ to liberalize industrial sector’ 10 May 2005, p.6 

3 It is argued that the government stands to lose huge tax revenues if auto tariffs are removed. As 
Phornpinit Phornprapha, Vice Chairman of the Board of Trade, commented that even with 30% to 
80% tariff rates for automotive products, Thailand is still recording a trade deficit against Japan of 
77 billion baht a year (in auto & auto parts). Therefore if Thailand drops the import tariffs further, 
the trade deficit in the auto sector would rise to between 150-200 billion baht in the next 3—5 years. 
But since Japan is one of Thailand’s biggest foreign direct investment sources, the government needs 
to deal with this trade issue very carefully and strategically. At present approximately 40% of the 
total investment in Thailand is from Japanese investors since Thailand is renowned for facilitating 
investment atmosphere. Japanese representative believes that automakers from Japan will expand 
their investment in Thailand and wish to turn Thailand into “Detroit of Asia’ or the car manufacturing 
and exporting center of the Asian region. 


i) 
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(d) Local Taxes 


It was alluded to earlier that the role of local governments in the public 
administration of Thailand was insignificant. This can be seen in Table 5 which 
shows the percentage distribution of local government revenues from 1980 to 1995, 
and the share of these revenues in the total revenues of the central government 
plus the revenues of local governments. It may be seen that the Decentralisation 
Index or the overall share of local government revenue to total consolidated 
government revenue (central plus local) only ranged between 6.0 per cent to 
8.4 per cent between 1981 to 1995.*4 In 1995 the local-levied taxes accounted for 
9.2 per cent of the total local government revenues, but it has declined slightly to 
8.1 per cent in 2002. These local-levied taxes include Land and Building tax, Land 
Development tax, signboard tax, and animal slaughter tax. In 2002, the surcharged 
tax or the tax that collectors put on top of various other central government taxes 
accounted for 32.7 per cent, whereas the grants-in-aid from the central government 
accounted for 35.7 per cent.*? The shared tax which is the tax collected by the 
central government on behalf of local governments and allocated (shared) among 
different local governments represented about 11.8 per cent of the total revenue of 
all local governments in 2002. All these taxes which are not directly collected by 
local governments themselves seem to dominate local-levied taxes. As long as this 
situation is allowed to remain, it is unlikely that economic decentralisation policy 
that most governments which came into power had professed to do would have 
any chance of success. However, the percentage of local revenue compared to total 
government revenue has increased during the past few years (from 12.35 per cent 
in 1998 to 17.10 per cent in 2002). 


In September 1998, the Thai cabinet approved a draft bill that will change 
and restructure the property tax system in Thailand. This bill is called Land 
and Building Tax bill, and it has combined the previous Land and Building tax 
and the Local Development Tax which came under tax jurisdiction of the local 
governments. The main features of this new property tax system to be shaped by 
this forthcoming law are as follows: 





4 The share in 1980 was unique because it was the last year that the central government provided 
special grants-in-aid to local governments to administer primary education in the provincial areas. 
From 1981 onward the primary school education was again centralised by the central government. 
°5 Source: Fiscal Policy Office Ministry of Finance. www.mof.go.th 
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¢ Local governments will have the power to select the rates and conditions 
for taxes on properties in the localities. 


¢ The exemptions for owner-occupied houses which pose a big loophole 
in the present Land and Building tax will be abolished. There are no 
such exemptions in the new law. 


¢ The capital value of the land and the property on land will be determined 
by the provincial subcommittee with the approval of the Land Valuation 
Committee. 


¢ There are 5 tax rates for 3 types of areas, highly-developed, semi- 
developed, and less-developed, or altogether 15 rates to be used. The 
highest rate is 0.095 per cent, and the lowest rate is 0.025 per cent of the 
land value. 


¢ Idle land will face the tax twice the rate levied on non-idle land, and this 
tax rate will double every 3 years until the land is put to proper use. 


¢ Local governments have the power to grant reprieve from tax or other 
leniency in case of natural calamities that affect the returns from the use 
of that land. 


¢ Local governments have the power to seize the land and property on land 
from owners who are delinquents on tax payments. 


It is quite obvious that the new property tax gives a great deal of power 
and discretion to local governments in administering the new property tax system. 
Assuming that there is no abuse of power, this new local tax system will be a most 
effective means of administrative decentralisation that many central governments 
had supported in the past. The local tax revenue from this tax may not be large 
in the first few years of enforcement because there will be special provisions that 
allow the land owners to adjust their tax liabilities slowly (during the first 5 years), 
but when this new tax system is in full operation the revenue collected can be 
quite substantial, and could help promote fiscal autonomy of local governments. 
Once this bill has received the approval of the cabinet it will be submitted to the 
parliament where it will be deliberated in one of the standing committees in the 
parliament. Several public hearings have been convened to allow the common 
citizens to have a chance to voice their opinions regarding this new tax system. 
However, after almost 7 years, the bill still has not been given the final approval 
yet, perhaps because of its potentially significant impact on the influential landlords 
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who may have some political lobbying power? It has been drafted and approved 
by the Office of the Council of State and could be proposed to the cabinet soon for 
possible implementation in 2006.” 


Land for commercial and industrial use will be taxed at a rate not exceeding 
0.3 per cent per year per estimated value. In agricultural-designated areas houses 
will be taxed at a 0.1 per cent rate, but for empty land which is not being used will 
be taxed at twice that rate every year. If the new ‘asset tax’ proposal is approved, 
the local authorities who will receive higher income will need to draft related rules 
and regulations which is expected to take several months. This new tax proposal 
is initiated to encourage land owners to better utilize their land holdings and hence 
enhance resource usage. 


4. Issues Concerning Tax Reforms 


Many tax reforms that have taken place in the late 1980s and early 1990s were 
either in response to pressing needs to correct deficiencies in the tax system, or 
under conscious plans to improve fiscal function of the government. Many issues 
concerning these tax reforms could be considered and discussed to enhance the 
understanding of the experience of tax reforms in Thailand. 


(1) Revenue Consideration and Projection 


As the size of national budget of the central government in each budget year 
depends on the revenue projection for that year, it is not difficult to appreciate the 
accuracy of this projection. Although the Fiscal Policy Office in the Ministry of 
Finance is generally responsible for this revenue projection, the actual practice saw 
several other departments involving in tax collections joining hands to project the 
future revenue together. As can be seen from Table 6, the record of the accurate 
prediction of the government has been mixed. During the first half of the 1980s the 
projected revenue was usually higher than the actual revenue. In other words, the 
government seemed to over-project the true revenue. During the second half of the 
1980s and the early 1990s, however, the projection had gone haywire as the actual 
revenue collections exceeded the projected revenue by up to 30.6 per cent (in 1990). 
The projection had improved in mid-1990s, but the government over-estimated the 





°6 “Asset Tax scheme charging up to 0.3% per year’ Krungthep Turakij, 28 February 2005, p.21 
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Table 6: Government Revenue: Projected VS Actual 











(Million Baht) 
; : Differences 
Fiscal Year* Projected Collected — 
Amount % to the projection 
1980 93,835.50 92,689.80 —1,145.70 —1.22% 
23.7) 23.44 
1981 114,721.30 110,486.00 —4,235.30 3.69% 
22.26 19.20 
1982 120,930.20 113,654.10 —7,276.10 —6.02% 
5.41 2.87 
1983 150,044.60 137,450.90 —12,593.70 8.39% 
24.08 20.94 
1984 156,000.00 148,821.10 —7,178.90 4.60% 
3.97 8.27 
1985 162,000.00 162,210.20 210.20 0.13% 
3.85 9.00 
1986 168,100.00 165,627.90 2,472.10 —1.47% 
3.77 211 
1987 185,500.00 197,502.00 12,002.00 6.47% 
10.35 19.24 
1988 199,500.00 249,972.80 50,472.80 25.30% 
7.55 26.57 
1989 262,500.00 316,370.20 53,870.20 20.52% 
31.58 26.56 
1990 310,000.00 404,887.50 94,887.50 30.61% 
18.10 27.98 
1991 387,500.00 476,508.10 89,008.10 22.97% 
25.00 17.69 
1992 460,400.00 525,368.00 64,968.00 14.11% 
18.81 10.25 
1993 534,400.00 550,601.40 16,201.40 3.03% 
16.07 4.80 
1994 600,000.00 649,460.30 49,460.30 8.24% 
12.28 17.95 
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Table 6: Government Revenue: Projected VS Actual (cont.) 
(Million Baht) 
; : Differences 
Fiscal Year* Projected Collected ae 
Amount % to the projection 
1995 715,000.00 756,284.40 41,284.40 5.77% 
19.17 16.45 
1996 843,200.00 846,566.50 3,366.50 0.40% 
17.93 11.94 
1997 925,000.00 843,36550 —8 1,634.50 8.83% 
9.70 —0.38 
1998 782,020.00 733,463.70 48,556.30 6.21% 
—15.46 —13.03 
1999 705,420.00 709,117.70 3,697.70 0.52% 
—9.80 —3.32 
2000 743,030.00 750,082.50 7,052.50 0.95% 
5.33 5.78 
2001 805,000.00 772,966.40 —32,033.60 3.98% 
8.34 3.05 
2002 823,000.00 851,097.20 28,097.20 3.41% 
2.24 10.11 
2003 825,000.00 961,365.10 136,365.10 16.53% 
0.24 12.96 
2004 928,100.00 
12.50 
1,063,600.00 
28.92 





Remarks: 1. The numbers in Italics are the percentage changes from the previous years. 
2. The numbers in 1997-2000 are revised estimates 
3. The numbers in 2001—2003 are net revenues after allocating VAT to Local 
Authorities 
4. The bold number in 2004 is the revised estimate (by the Government 
18/11/03) 
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revenue projection right after the economic crisis by 6.2 per cent to 8.8 per cent. 
However, after two years of over-estimation, the government has improved its 
forecasting accuracy somewhat and remained so until 2003. 


The art and science of revenue forecasting will play an important role in 
the next few years as the Ministry of Finance will need to find ways to fund the 
needs of the new mega-investment projects which the government is planning 
to embark on. The new infrastructure projects are expected to incur significant 
costs, currently estimated to be 1.6 trillion baht. Part of this expenditure will be 
allocated from the national budget, but another part will be sourced from foreign 
borrowings. 


(2) External Imbalance and Tax Adjustments 


Despite the general philosophy of free trade and investment that most Thai 
governments uphold, the government often reverts to increasing import tariffs in 
time of external difficulties such as in mid-1980s when the country experienced 
a slowdown in its economic activities and its external sector was in trouble, and 
in 1997 when the country practically lost almost all of its foreign reserves and 
had to depend on the IMF for skeleton reserves. Import duties and local selective 
taxes on several commodities were raised to deter spending as well as to help 
reduce balance of current account deficit. Under the current financial crisis in late 
1990s, for example, taxes were raised on wine, crystal ware, perfume, passenger 
cars and motorcycles. Several industrial sectors in Thailand are still under tariff 
protection by the Thai government. And until these industrial protections are 
abolished completely, tax adjustments in Thailand for the purpose of correcting 
external imbalance can still be seen. 


(3) Income Distribution and Tax Adjustments 


Earlier studies have shown that the Thai tax system is regressive and has a 
tendency to worsen income distribution.”’ If income redistribution through tax 
system is something the government is concerned about, then the type of tax it 
wants to adopt, the rate at which it finds appropriate, and the seriousness with 





°7 See, for example, Medhi Krongkaew, Government and the Income Gap of the People, Bangkok: 
Thammasat University Press, 1980 (in Thai). 
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which it tries to collect all the taxes and closes all the loopholes will determine the 
likely tax patterns and regime. The greater emphasis on income taxes as against 
indirect taxes should help improve post-tax income distribution, or at least will 
not worsen the existing income distribution. Inheritance tax and death tax should 
be considered, not for the purpose of revenue generation, but as an instrument 
for greater income equality. Occasionally the government leaders hesitated, and 
paused to think whether it would be more appropriate for greater efficiency in 
the economy to tax consumption more than to tax income. While the concern for 
efficiency (and competitiveness in the economic system) is well taken, they must 
realise that Thailand is still a developing economy, where income inequality is 
still a serious problem. Emphasis on consumption tax more than income tax at 
this stage of economic development is certain to worsen income distribution even 
more. Social costs of this kind of policy can be too high. 


(4) Fiscal Surplus and Deficit in Economic Crisis 


Before the current economic crisis struck in July 1997 the government of Thailand 
was having a fiscal surplus of about 3 per cent of GDP. This surplus had been going 
on for more than 9 years since 1987 when the central government of Thailand 
started to have a fiscal surplus for the first time since 1974 when the government 
also enjoyed a brief period of fiscal surplus due to commodity price boom in early 
1970s. The fiscal surplus of the late 1980s came at the time when the private 
economy was heating up, so it acted as a coolant to the economy and slowed down 
the price inflation. This countercyclical behaviour of the fiscal sector served to 
stabilise the macroeconomic movement of the economy. When the economy fell 
into serious credit crunch in the aftermath of the currency crisis, the government 
had reversed its role from slowing the economy down to speeding it up. The 
depressed economy did not lend itself to providing a good source for government 
revenue, so it has to borrow mainly from abroad. The public revenue through this 
means has caused the fiscal position of the government to go into deficit of about 
3.5 per cent of GDP in the latter half of 1998. Should we worry about public debt 
of this magnitude? Probably not. As soon as the economy is out of the crisis and 
income starts to grow, the government through its traditional inclination to observe 
fiscal discipline will be able to control its spending and maintain fiscal balance 
again. The economic boom of the late 1980s and early 1990s had indeed prepared 
the Thai government well for the crisis of the 1997/98. 


388 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


The Economist magazine** mentioned that an alternative for having multiple 
tax codes is to use a single uniform tax rate similar to the current tax system 
in several European countries.” If the tax code is too complex and difficult to 
understand, the costs for complying with it could be excessively high, both in 
terms of the taxpayers’ time and effort spent in filing their tax returns and for the 
tax office to monitor tax filings and audit calculations. The costs of compliance, 
administration, and enforcement of the United States which is has a rather 
complicated set of tax codes, are estimated to be approximately 10 per cent — 
20 per cent of revenue collected (125 billion USD per year). The U.S. government 
has set up a panel to advise on how to reform the tax system to make it simpler 
and reduce tax codes which distort savings and deter work, while retaining tax 
breaks for charity and home ownership. However, perhaps a flat tax system is not 
equitable and fair enough for a country with capitalist fundamentals like Thailand. 
Hence the author does not suggest that the government should adopt this flat tax 
idea, but does notice that during the last decade, Thailand has somewhat shifted 
the tax focus from income tax collection to consumption tax (such as the VAT). It 
can be said that this VAT tax measure is more similar to the ‘flat-tax system’, even 
with some exemptions. 


Tax reforms policies are also used to encourage mergers among financial 
institutions in line with the new Financial Master Plan released in 2004. By allowing 
tax exemption for corporate income taxes, special business taxes and stamp duties, 
and VAT in some cases, for all gains or assets transfer as a result of mergers 
and acquisition between financial institutions. Shareholders of these financial 
institutions will receive tax exemption benefits from these M&A transactions as 
well as their earnings will not be taxed. International Banking Facilities (IBFs) 
which were promoted during the ‘economic boom’ years will no longer receive 
tax privileges under the scheme but commercial banks will instead receive tax 
privileges for out-out transactions. A more solid financial system structure should 
help to strengthen the financial system as a whole and improve stability, together 
with the ability to provide service to the people. 





8 ‘The Flat-tax Revolution’, The Economist, 16 April 2005, pp.9, 63-65. 

°° Starting with Estonia at 26% (with no schedule of rates and no deductions), Latvia, Lithuania at 
33%, Russia (13% on personal income, but higher for corporate), Serbia, Ukraine (13%), Slovakia 
(19% on personal and corporate income), Georgia, and Romania. 
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Issues such as inheritance tax are still being considered by the government. 
In Thailand, the Revenue Department currently does not charge inheritance tax. 
When a wealth owner passed away, his/her assets are distributed to their offsprings 
according to his/her will.*° Before distribution of the inheritance trust (if one was 
set up) the trust must pay taxes on any income it receives, but after distribution, the 
trust no longer has to pay taxes. However, if the recipient sells off the immovable 
properties*' that they inherited they need to pay some income taxes on it. There 
have been proposals for higher taxes on rich people with large inheritance, but its 
discussion has not progressed very far in the legislative process. 


Ecological concern is another important factor which is driving tax reform 
in Thailand. At the moment, the government is undergoing discussion with several 
car makers regarding merger efficiencies and less/cleaner fuel consumption such as 
cars which can run on petrol with 20 per cent ethanol content. The range of the tax 
reform alternatives to promote production of ‘eco-car’ were considered including 
(1) Board of Investment (BOI) to give full corporate income tax exemption for 
8 years, or (2) to reduce excise tax on raw material imports. In addition, in April 
2005, the Cabinet has approved 1.25 times expense deduction” for tax purposes on 
installation of energy-savings equipment which would help to improve efficiency 
on energy usage, and promote energy savings in the long run. This policy is 
estimated to reduce tax revenue by 3,210 million baht in the next 5 years, but it 
should help to lower the old imports through more efficient energy usage. 


There are several techniques in which taxpayers can legally use to avoid 
paying taxes such as establishing a ‘party of individuals’ for tax purposes. Any two 
persons (or more) can form up in groups and register with the tax office to get a 
tax ID number, and then they can use that tax ID number to receive taxable income 
(like a real person) for tax purposes. Since there is currently no limit on how many 
‘parties or groups’ one can be registered in, a taxpayer with a large amount of 
taxable income may end up legally forming groups with twenty different people, 
and filing twenty one tax returns (one for him/herself). This is a part of income tax 
loopholes referred to above. 


w 


° In case there is no will, it will be distributed among the inheritance receivers. 


There are 6 types of ‘immovable properties’. Land, different types of large ships, and floating raft. 
> Not exceeding 50 million baht per manufacturer per year. 


ue 
t 
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5. Conclusions: Lessons Learned and Some Unsettled Policy Issues 


During the past few years, many businesses in the real sector and service sector 
have recovered from the economic crisis and have used up most of their tax credits 
(resulting from accumulated losses which can be carried forward for five years) 
and should soon start paying the government 30-35 per cent of their net profits 
as income taxes. It can be said that one of the tax reform measures which (has 
been and is still) considered ‘a global phenomena’ is the reduction of taxes on 
investment to stimulate foreign direct investment inflows.* 


In this paper we have demonstrated that Thailand had succeeded in carrying 
out several tax reforms during the past decade or so. These reforms were brought 
about by the need to reach greater level of efficiency in resource allocation as well 
as greater level of income equality. It has been observed that these tax reforms 
were undertaken much more easily under the conditions of economic prosperity 
than when the country is under economic hardship. The fiscal surplus that first 
occurred in 1987 and ran on for 9 years had helped the government to put more 
attention to further fiscal reforms. 


Four important tax reforms within the last 10 years have been singled out and 
analysed as to their backgrounds, structures, and procedures upon which reforms 
had taken place. These four tax reforms are the simplification and streamlining of 
income taxes, the establishment of the value-added tax, the reduction in customs 
tariffs as a means of industrial protection, and the raising of local taxation. These 
four reforms measures have had wide-ranging impacts on the economy. Despite 
the lingering loophole issues, the income taxes have become fairer and generated 
more revenue for the government. The VAT has been and will continue to be a 
fair tax and tax that generates increasingly large income for the government. The 
reduction in the customs tariffs is in keeping with the general policy to reduce and 
abolish protection in the Thai industries, and fulfill the obligations under AFTA, 
APEC and WTO. And the reform in the local taxation is the necessary consequence 
of the general decentralisation which is the widely accepted State’s policy. Tax 
policy is also used as an important measure to promote SMEs’ strength and to 
improve their local international competitiveness. The government’s intention to 
encourage more use of technology, research & development through tax incentives 





33. Sanphakornsarn October 2003 and September 2004. 
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is commendable as SMEs constitute a fundamental and non-negligible part of the 
economy. 


The government, through the Finance Ministry, not only collects tax 
revenues, but also is responsible for overall strategic development of the country 
through fiscal mechanisms. It effectively attempts to balance between fiscal stability 
in the short term and the sustainable long-term economic growth. And since the 
government aims to turn Thailand into Gateway of Greater Mekong Sub-region 
(GMS) through strategic FTA negotiations which focus beyond tariff reduction.* 
Under FTA negotiation process, the MOF should co-operate with the Industrial 
Research Institute. Manufacturing research institutions in coming up with the best 
international strategy and technologically advanced solution. 


Despite the satisfactory past experience of tax reforms, the process is not 
yet finished. Income is still not fully covered; not all added values are covered by 
the VAT; the spirit of the VAT is often misrepresented by strict interpretation in the 
letter of the law; the general tariff reductions often get sidetracked by difficulties 
in the external economic conditions; the different viewpoints of the local business 
people; and the ability of local governments to fully handle overall businesses 
of local communities is often in doubt. And there are several loopholes in the 
tax system which are being exploited and should be handled by the government. 
These are some of the subjects that need more attention from all concerned, be it 
the policy makers, government bureaucrats, scholars, development practitioners, 
or general public alike. In a globalised world of today, one must always keep pace 
with the rapid changes in the world around him/her. A country is like a person; it 
must remain active and alert, and through constant evaluation and reform can a 
country remain competitive and reap all the benefits of efficient production and 
distribution. 





34 Speech of Dr. Somkid Jatusripitak at the Ministry of Finance, 15 March 2004 (in Thai) 
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THAKSINOMICS PART 1: 
A NEW DEVELOPMENT PARADIGM FOR THAILAND?’ 


Medhi Krongkaew™ 


1. Introduction: the Beginning 


The events surrounding the first election victory of the TRT Party in 2001 and the 
subsequent assumption of power of Dr Thaksin Shinawatra as the prime minister 
of Thailand were very interesting. The new constitution promulgated in October 
1997 was already in force which had given rise to a kind of political transparency 
hitherto unexperienced in Thailand, such as strict rules against vote buying, 
separation of legislative power from executive power, creation of various legal 
bodies to counter the political influence of politicians and bureaucrats, and so on. 
As a successful businessman who has made his fortune in telecommunications, 
Dr Thaksin was financially secure to make deal with old- and new-styles local 
politicians to lend their support for his eventual prime ministership. At the same 
time, Dr Thaksin also had the support of many technocrats and business associates 
who could provide the necessary political and administrative manpower to run a 
modern government. Despite the shaky start due to the impending case against 
him in the Constitution Court for his indictment for the concealment of his assets 
(which could cost him the prime ministership if found guilty), Mr. Thaksin won his 
case and thus could concentrate on implementing his election promises. 





Paper presented at the Annual Meeting of Bank of Indonesia, in Jakarta, Indonesia, 25 February 
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These election promises were no small matters. It is true that Mr. Thaksin 
has the capability to be prime minister and head of progressive government, 
but there is no denial that his Party overwhelmingly won the election because 
of these election promises. Once in power, he must fulfil his party’s election 
promises which became guidelines for his development policies. In the context 
of appropriate governance, he has to do two things at the same time. One is to 
continue to maintain and speed up the economic recovery, and the other is to 
implement policies that essentially bestow social welfare or social well-being to a 
certain target group of people, mainly farmers and the people in the countryside, 
who are now well known as the ‘grassroots’. 


In February 2001, Dr Thaksin announced his government’s policies to 
the Parliament. In his policy statements, Dr Thaksin introduced several ‘urgent’ 
policies aiming at improving the living standards of the people. Nine of his urgent 
policies are as follows: 


(1) Immediately grant a grace period for both interest and principle 
payments for 3 years for individual small farmers to relieve their 
debt burden as part of a comprehensive reform of the traditional farm 
economy to be more viable and self-sustaining in the long term. 


(2) Establishment of the Village and Urban Revolving Fund, funded 
with one million baht each as a loan facility available for individuals 
and households of each community to borrow for local investment 
and supplementary vocations. Concurrently, the Government will 
promote a “One Village One Product” project to enable each 
community to develop and market its own local product or products 
based on traditional indigenous expertise and local know-how. The 
Government is further prepared to provide additional assistance 
in terms of appropriate modern technology and new management 
techniques to market such local products from the village to domestic 
and international outlets through a national or international retail 
network or through the internet. 


(3) Establish a People’s Bank to ensure better and improved access to 
banking facilities and resources for low income citizens to enhance 
their capacity to increasing their income from self-employment and 
thus reduce their dependence on organised and punitive money market 
sources. 
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(4) Establish the Bank for Small-and Medium-sized Enterprise in order 
to promote existing and increasing the number of entrepreneurs in a 
systematic manner with a view to expanding the national productivity 
base, increasing additional employment opportunity and creating 
income, promoting exports, and serving as the mainstay for future 
national economic growth and stability. 


(5) Establish a National Asset Management Corporation in order to 
comprehensively solve the problem of Non-Performing Loans 
(NPLs) in the commercial banking system swiftly, systematically, 
comprehensively and to enable the financial system to resume their 
normal credit functions. 


(6) Utilise State Enterprise as key vehicle to mobilise domestic resources 
from Thai investors to promote revitalisation and development of 
the Thai economy through selling shares of incorporating a holding 
company incorporated by grouping a number of state enterprises 
with strong income potentials employing professional management 
and free from political interference as one alternative and listing of 
individual state enterprise directly in the Stock Market of Thailand at 
the appropriate time as another alternative. 


(7) Provide universal health insurance with a view to reducing the overall 
cost to the country and the people in acquiring health-care capping each 
hospital visit at 30 baht. All Thai people will be guaranteed that equal 
access to a nationally acceptable standard of health care. 


(8) Accelerate efforts to establish drug rehabilitation centres concurrently 
with implementing effective drug suppression and prevention measures. 


(9) Encourage full and open public participation in the prevention and 
suppression of corruption. 


These nine urgent policies have become the platforms of Dr Thaksin 
government in the first two years. When the solid sign of economic recovery 
and stabilization was achieved after the second year in power, Dr Thaksin was 
emboldened to move aggressively into many other innovative policies that were 
untried by any previous governments. It is the combination of these old and new 
policies in the last three years that defines a special brand of economic management 
that is often referred to as ‘Thaksinomics’. 
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How good are these policies? Will they be able to generate necessary 
growth and provide specific welfare to the people at the same time? Are there 
better alternatives to these policies which are, firstly, conditioned by election 
promises, and, secondly, by the desire and plan to get re-election in 2005?! Is this 
‘Thaksinomics’ different from, and better than other economic managements of 
other governments or prime ministers before him? These are some of the questions 
that many will raise while evaluating the success or failure of his policies. 


Before we analyse the nature and characteristics of this Thaksinomics, we 
will first take a brief look at the current economic situations in Thailand in early 
2004. These economic situations will form a background against which various 
policies of Dr Thaksin will be evaluated. Then we will give our assessment as to 
the success and failure of this alleged new brand of economic management, and 
give our opinion whether this Thaksinomics really provides a new development 
paradigm for Thailand. 


2. Economic Situations in Thailand in Early 2004 


Table 1 provides a brief but effective economic picture of Thailand in early 2004. 
After a slow start in 2001 for this new government, the growth rate of GDP (Line 
1) shot up quickly from 1.9 per cent in 2001 to 5.3 per cent in 2002. In 2003, the 
Thai economy grew at an annual rate of 6.5 per cent despite the incidence of SARS 
that affected many countries in the region. Other growth indicators looked good. 
The Manufacturing Production Index (Line 2) consistently increased by more 
than 10 percent a year, reaching 138.4 at the end of 2004. The Capacity Utilisation 
Index (Line 3) also improved although the overall index at 66.2 per cent in 2004 
may be a bit low. The same thing was also true for Private Investment Index 
(Line 4), which, while there was an improvement in the last two years, the 





' Obviously the even greater landslide victory of Dr Thaksin’s Party in his second general election 


in February 2005 was an indication that the vast majority of Thai voters accepted and endorsed 
Dr Thaksin’s policies during his first four years in office. It is the evaluation of this first part of 
Dr Thaksin’s policies (Thaksinomics Part 1) that is the focus of this paper. This popular acceptance 
and endorsement may reflect the ‘populism’ of Dr Thaksin’s policies while the jury is still out on the 
final evaluation of his policies on more long-term perspectives, and this paper is an attempt toward 
such an evaluation. 
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overall level of private investment in 2004 at 58.05 was somewhat low. The fall 
in foreign direct investment probably contributed to this, which appeared to be 
the case for other Southeast Asian economies as well. 


But despite these continuing albeit slow progress on investment, 
production, and capacity utilisation, the remainder of economic indicators 
show impressive progress. The Private Consumption Index (Line 5) showed 
a drastic increase from 10.2.9 in 2001 to 121.1 in 2003. The sticky problem 
of real estate that Thaksin’s government had inherited from the previous 
government appeared to have been solved in 2003 with enormous increase in 
land transactions nationwide in 2003 (Line 6). The performance of the external 
sector (Line 7, 8 and 9) was exemplary. The continuous net increase in exports 
gave rise to meaningful balance of trade and current account balance. The net 
capital movement was still negative—the legacy of past economic crisis, but this 
posed no serious effect, as the international reserves continued to grow to the 
highest level in 2003. The external debt level, especially of the public sector, fell 
rapidly in the last few years. This happened in the a stable price situation, with 
the increase in Consumer Price Index (Line 10) of less than 2 per cent in 2003. 
The low interest rate and the abundant credit in the economic system allowed 
the commercial banks and other financial institutions to expand their credits to 
further stimulate the economy (Line 11). 


The credit of the success in economic stimulation must be given to Thaksin’s 
government. While the budgetary expenditures were maintained at high level, the 
fiscal deficits were being attended to effectively with a satisfactory increase in 
budgetary revenues. Indeed, the figure in 2003 (Line 12) has shown a surplus 
in budgetary balance for the first time since the economic crisis in 1997. The 
employment situation had also improved significantly, with unemployment rate 
(Line 13) as low as 2.0 per cent in 2003. 


In all, the Thai economy at the beginning of 2004 is the strongest since 
the onset of the economic crisis in 1997. The prospects of economic expansion 
as seen from the experience of 2003 were so reassuring that Dr Thaksin himself 
predicted the growth rate of the economy in 2004 reaching at least 8.0 per cent. 
The incident and event of bird flu in Thailand in early 2004 may have dampened 
this prediction somewhat, but in all likelihood, its negative effect will not be 
large. 


400 


REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


Table 1: Important Macroeconomic Indicators of Thailand 























1998 1999 2000 2001 2002 2003 
1. GDP growth rate (1988 price) —10.5 44 4.6 1.9 5.3 6.5 
- Agriculture -1.5 2.3 6.4 3.3 0.5 
- Non-Agriculture —11.6 4.7 44 1.8 5.8 
2. Manufacturing Production Index (Total) 113.6 123.3 138.4 
(1995= 100) 
3. Capacity Utilisation 33) 59.3 66.2 
4. Private Investment Index (1995 = 100) 41.63 51.38 58.05 
of which Promotional privileges from 
BOI 
No. of net applications received 854 788 1029 
- Total investment 185.2 262.5 319.0 
No. of applications approved 820 721 841 
- Total investment 266.3 162.5 285.6 
No. of promotion certificates issued 766 797 717 
- Total investment 183.4 221.9 228.7 
No. of promoted firms started operation 612 626 251 
- Total investment 268.0 203.7 74.6 
5. Private Consumption Index 102.9 106.7 121.1 
6. Real Estate 
Land transaction nationwide (Bmil.) 189,198 265,746 330,270 
7. Balance of Payments 
Balance of Trade 2,525 3,436 4,069 
of which: Exports 63,190 66,799 71,214 
Imports 60,665 63,363 67,145 
Services 3,711 4,211 3,174 
Balance of Current Account 6,236 7,647 7,243 
Net Capital Movements 4,128 —3,987 —7,979 
8. International Reserves (USD.mil) 33.0 38.9 42.1 
9. External Debt (USD.bil) 67.5 59.4 52.4 
of which: Public Sector 20.0 18.4 17.0 
Private sector 39.2 36.2 35.4 
10. CPI (Y%change) 1.6 0.7 1.8 
of which: Food 0.3 3.6 
Non-Food 0.8 0.7 


Table 1: Important Macroeconomic Indicators of Thailand (cont.) 
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1998 1999 2000 2001 2002 2003 
11. Financial Sector 
Commercial Bank Deposits (THBbil) 4,816.0 5,009.1 5,132.0 5,358.1 
Commercial Bank Loans (THBbil) 4,723.7 4,447.9 4,779.9 4,954.3 
Inter-Bank Interest Rate 1.70 2.14 1.59 1.03 
12. Public Finance (Bbil) 
Budgetary Revenues 745.1 715.8 876.9 1,012.6 
Budgetary Expenditures 853.2 908.6 955.5 996.2 
Budgetary Balance —108.1 132.8 78.6 16.4 
Non-Budgetary Balance -1.8 9.8 1.8 7.6 
Cash Balance -109.9 —123.0 —76.8 24.0 
Net domestic borrowing 50.6 112.6 145.5 3.6 
Net foreign borrowing 16.1 0.9 32.0 38.8 
Use of treasury reserves 43.1 9:5 36.6 11.3 
13. Employment 
Labour force (mil) 325 32.7 33.2 33.9 34.3 34.5 
Employed 30.1 30.7 31.3 32.2 33.0 33.5 
Unemployed 1.4 1.4 12 1.1 0.8 0.7 
% Unemployed 4.4 4.2 3.6 3:2 22 2.0 





Source: Bank of Thailand 


So, a pertinent question with respect to the above economic situations is: 


To what extent is this kind of economic performance attributable to the special 


economic management techniques under Prime Minister Thaksin? To be sure, the 


natural market-oriented approach of economic management which requires little 


government interventions in the economic system has contributed to the natural 


growth of the economy, but many specific economic policies of the Thaksin 


government aimed at certain groups of people and certain objectives must have 


added to the outcomes seen above. In the next two sections, we will take a look at 


the earlier and later policies of Thaksin’s government. 
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3. Earlier Policies of Thaksin’s Government 
(a) The National AMC Policy and the Solution to NPL Problems 


One of the earliest problems being tackled by the Thaksin’s government soon after 
assuming power in early 2001 is the problem of large non-performing loans in 
the corporate and banking systems. The new government decided to nationalise 
large amounts of debts through the establishment of Thailand Asset Management 
Corporation (TAMC), a central, government-run organisation to take over the 
NPLs and facilitate a quick debt restructuring to strengthen the real sectors and the 
service sectors. The TAMC intended to restructure a substantial amount (500,000 
million baht) of NPLs by the end of 2002. All NPLs were expected to be resolved 
in two years’ time (by the end of 2003) after which the TAMC would continue to 
monitor the performance of the restructured loans for another 3 years. By the end 
of 2006, all the process is expected to be concluded 


How does TAMC work? The TAMC was set up in June 2001 after the 
enactment of the TAMC Act. Its current Board consist of a banker, a representative 
from the Industry Council of Thailand, a representative from the Trade 
Council of Thailand, and nine technocrats/bureaucrats. The assets which were 
transferred are separated into two types: state-owned (state banks and AMCs) 
and private-owned.(private banks and AMCs). State-owned AMCs are not 
allowed to be the lead creditor in multi-creditor debt restructuring negotiations. 
According to the gain/loss sharing scheme between the TAMC and the financial 
institutions (Articles 47-52), the financial institutions would shoulder the first 
20 per cent loss, while the next 20 per cent loss would be split equally between 
the TAMC and the financial institutions. The TAMC will be responsible for all 
losses over the 40 per cent threshold. If the overall results turn out positive, the 
first 20 per cent of the gains would be shared equally between the TAMC and the 
originating financial institutions. Gains above 20 per cent will go to the financial 
institutions (but not to exceed the difference between the accounting value of 
the asset and the transfer price). Any extraordinary gains belongs to the TAMC 


This is a method to resolve NPLs which this government hardly need to 
worry about upfront payments, as the initial investment is paid out of the FIDF 
(which receives regular funding from the banks), and the TAMC uses the interest 
income from debtors to fund its day-to-day operations. As for the payment for the 
NPLs transferred, this government has arranged for the TAMC to pay the financial 
institutions in the form of promissory notes (P/N) which has a 10-year maturity. 
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How will the TAMC finance the P/N repayment with cash in ten years’ time is not 
yet known. TAMC encourages financial institutions to extend additional credit to 
debtors by promising that any new financing that they provided would receive a 
senior debt status (that is, they would get their money back before other original 
creditors). 


Since October 2001, the TAMC has accepted multiple lots of loans (around 
4,600 accounts) from state-owned financial institutions and private financial 
institutions, with book value totalling almost 700,000 million baht—significantly 
lower than their original target of 1,100,000 million baht. As of March 31*, 2002, 
it reported a completion of 100,216 million baht (177 cases) of debt restructuring, 
up 100 per cent from its previous announcement three weeks earlier (50,133 
million baht). Of this number, 55.4 per cent are cases with multiple creditors (67 
cases). 37.1 per cent of the cases are in the property sector, 26.8 per cent are in the 
industrial sector, and 15.4 per cent are in the service sector. 


The law which legitimises the TAMC outlines the profit and loss sharing 
structure between the TAMC and the financial institutions (Articles 47-52). 
The financial institutions would absorb the first 20 per cent loss, while the next 
20 per cent loss would be shared equally between the TAMC and financial 
institutions. Any losses over the 40 per cent threshold will be borne by the TAMC. 
As one can see, since the originating banks are only responsible for up to the first 
20 per cent plus half of the next 20 per cent, it is the people’s tax money that is at 
risk if the TAMC faces huge losses. 


A major criticism of the TAMC law is that the TAMC committee is given 
too much power and there is no oversight of the committee.” The committee has 
the power to authorise and approve all kinds of debt and business restructuring, 
asset sales, and liquidation of debtors, as long as they have acted in a “careful 
and professional manner’—which is sometimes difficult to assess. The TAMC 
Committee, managing director, and other officials are well protected by professional 





2 Source: Bangkok Post newspaper, November 25, 2001. On the power of the TAMC, Dr Ammar 


Siamwalla also noted that the TAMC was not unlike the FRA in its role as an asset disposal unit. 
But whereas the FRA was in charge of disposing of financial institutions’ assets, with its buyers still 
having to go collect on the loans given to the debtors, TAMC will itself directly deal with the debtors, 
in many cases, if not in most, actually foreclosing on properties. Consequently, unlike the FRA, a 
key feature of the TAMC law is to empower it to grab these assets. Actually, there is nothing wrong 
with this as long as TAMC is doing its jobs openly, professionally and accountably. 


404 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


immunity as specified in Article 28. They shall not be held responsible for their 
activities, if they have acted in a careful and professional manner. However, this 
immunity provision would not apply if they violate the law, are dishonest or guilty 
of gross negligence. 


In spite of the summary powers of the TAMCs and the opportunity to clean 
up their balance sheets, many banks were not too enthusiastic about the scheme 
and tried to speed up their restructuring efforts and finalise the deals prior to the 
cut-off date (transfer date) in order to reduce the amount of NPLs which needs to 
be transferred to the TAMC. The value of loans transferred from private banks fell 
short of expectations, which many observers put down to fears that the TAMC 
will go soft on well-connected debtors. Besides, Thailand’s privacy laws makes 
it impossible for outsiders to evaluate the TAMC’s degree of toughness on each 
debtor. At present, there are approximately 12 per cent of NPL in the banking 
system. NPL re-entry are occurring every month—but not at a worrying rate. 


To conclude, the existing bad loans problems in Thailand are beyond the 
point where the work of TAMC could make any real difference. The greatest 
worry now is that TAMC performs badly, either unprofessionally through irregular 
practices, or does not protect public interest well enough. If this happens, it is the 
taxpayers who will eventually pay for the past and present mistakes of those who 
are now handling the country’s NPLs. 


(b) The ‘30-baht’ Health Care Scheme 


Another ambitious Thaksin Government policy is to provide universal health 
services and facilities, capping each hospital visit at 30 baht, in order to reduce 
the overall cost to the country and the people in acquiring health care. This is part 
of the long-term government plans to reform the health service system to provide 
health benefits comparable to those of the social security system to all Thai citizens 
for free or for a small co-payment. It is considering the possibility of merging all 
public health benefit programs into single or dual health funds. The Universal 
Health Care Coverage also allows private health care providers to participate in 
the program, with the hope that their participation would give more choices to 
the people and increase the quality and efficiency of the system. The government 
proclaimed that since April 1, 2002, all Thai people has been guaranteed equal 
access to a nationally acceptable standard of health care. 
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The Scheme works this way. All Thais over 13 years of age who do not 
currently receive other forms of Government-assisted health insurance? are entitled 
to join this ‘30-baht’ program in which they are (supposed to) be able to get most 
kinds of medical treatment while paying only 30 baht each time. Those citizens 
who are not government servants or employees who are already covered by the 
government medical expenditure scheme, and private workers who are not covered 
by private insurance, and poor citizens who are provided with free medical care 
cards, will be given ‘Gold Cards’ to receive comprehensive medical services for 
a charge of 30 baht (less than 70 US cents) each time. The Government will pay 
1,052 baht for each person registered at a particular hospital (whether public or 
private). The program covers necessary vaccinations, medical treatments, (except 
for the kidney dialysis which is extremely expensive), pregnancy care and delivery, 
and dental care. In December 2001, the Public Health Ministry has extended its 
30-baht health care scheme to cover anti-retroviral drugs for HIV/AIDS. In the 
early stages, the scheme would cover 6,000—7,000 AIDS sufferers. A Committee 
would work out a budget management plan and criteria for deciding who should 
get the drugs. However, provincial Committees may decide to give different rates 
of budget to the contracting unit for primary care for each population group in 
the areas depending on the health conditions of each group. The ministry said 
its budget on AIDS would be increased to more than 1 billion baht, of which 
42 per cent would go on prevention, 39 per cent on treatment, and the rest on 
information and research. 


This is one of the most popular public programs under the new government. 
The idea of providing universal health services for a very nominal fee (almost free) 
is a good one, especially for the poor. But the actual practices or implementation 
of this policy of this government have several flaws. The followings are some of 
the flaws: 


¢ This 30-baht Scheme does not target the poor only but applies to everyone 
who is not public servants, workers who enrolled in social security 
scheme, and those Free Medical Card holders. This wastes resources, 
creates moral hazard for the over utilisation of health services, and 
disturbs good practices of both the patients and health providers. 





3 Such as the Social Welfare Scheme for the poor, Voluntary Health Card Scheme, Civil Servant 


Medical Benefit Scheme, Social Security Scheme. 
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¢ The present health care services system in Thailand is already functioning 


well, or at least not functioning too badly. The public hospitals or health 
clinics already charge reasonable fees for various medical services 
commensurate with the true costs of treatments. Those with ability to 
pay can go to private health care services; low-income households can 
buy low-cost health insurance cards; poor households can apply for Free 
Medical Service Cards; and so on. There are better ways in which to use 
several billion baht of government budget to provide health services for 
those who need them most. 


The 30-baht Scheme affects the behaviour of both the patients and health 
providers in a certain way. For example, as the first receiving hospital has 
to take care of the patient throughout the treatment episode, if expensive 
specialised services in other hospital are need, the first receiving 
hospital may be reluctant to refer its patient there for fear of having to 
bear additional burden of costs. The cost comparison between different 
medical schemes may disrupt normal behaviour that is not efficient. 


There is a natural constraint to the provision of medical services under 
this 30-baht Scheme. Limited supply of medical services under low price 
will eventually bring about rationing and queuing of those services. 
Indeed, because of the possibility of the system correcting itself through 
service rationing and queuing, the state can even set the price lower than 
30 baht per visit. 


It is obvious that the government recognises the political popularity 
of this policy, and is willing to go through with it. But eventually the 
welfare of the whole population could be adversely affected by this 
market-distorted policy than is helped by it. 


(c) The Village and Urban Revolving Fund 


Another election promise which has become one of the earliest implemented 


policies of the Thaksin government is the establishment of the One-Million Baht 


Village and Urban Revolving Fund. Every village in the whole kingdom was 


promised one million baht each from the Thaksin government as a loan to that 


village to use in a project or activity that generates income, employment and 


better livelihood for that village. This loan will remain in the village without 


having to return to the government unless it is clear that the village administrators 
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were not able to make the proper use of it. This loan could be further lent out 
to households or individuals in the village for investment purposes. This loan 
can also be combined with another village-based policy called ‘One Village One 
Product’ which is the government policy to encourage village or group of village 
to develop at least on local product based on traditional indigenous expertise 
and local know-how that can be sold or marketed in larger markets outside that 
village (even nationally or internationally).* The government is further prepared 
to provide additional assistance in terms of appropriate modern technology and 
new management techniques to market such local products from the village 
to domestic and international outlets through a national or international retail 
network or through its internet website. 


The government believes that the overall economy would gain momentum 
through increase investments and local spending. By early March 2002, 71,578 
Village and Urban Revolving Funds (69,960 villages and 1,668 Urban Communities) 
have been set up. One million has been transferred into each account. This accounts 
for 95.6 per cent of the government’s target of 74,881 Funds. The rationale for this 
policy is the need to build a strong local network of people who have the right 
political mindset and culture which is more independent and less hierarchical. 
Simply put, people should be willing to help one another rather than wait for 
government assistance, otherwise the program could be creating problems at a 
local level. 


At present, the Department of Community Development in the Ministry 
of Interior is the only government authority responsible for monitoring and 
measuring the performance of this program. Some feel that this arrangement is 
inadequate as it is suspected that some village fund do not have sufficient planning 
and monitoring for credit extensions, allowing locals to borrow to buy luxury items 
such as mobile phones, motorcycles, or even use the money to gamble. Moreover, 
the low interest (1 per cent) of the VURF is also very attractive and has caused 
some villagers to churn away from their village’s own savings co-operative. If 
this practice continues, the local savings co-operative may have to wind down 


4 The government often cited that it got the idea from Oita, Japan, which started off as a very poor 


village but later became a national success story following the implementation of the ‘One Village 
One Product’ project. 
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its operations, and it would be quite difficult to rebuild it again once the VURF 
Scheme is phrased out in 2004. 


The government would also like to see this VURF as part of the Sufficiency 
Economy where each community at the grassroots level produces for personal 
consumption first and then sells excess production to augment income at the family 
level. Villagers are encouraged to join together in conducting economic activities 
at the community level, accelerate the development of small- and medium-scale 
entrepreneurs, and provide access to domestic and overseas markets in order to 
systematically strengthen the income creation process for the people. 


The way this VURF works is that National VURF Committee and provincial 
VURF Committees will be established. Villages and Urban communities are 
encouraged to set up local councils to plan and oversee the management and 
distribution and fund, and approve local projects before forwarding them to the 
Government Savings Bank (GSB) to be reconsidered. Once the project is approved 
by the GSB, the money for each project would be transferred. Fund Council’s 
committee members receive no compensation but have to be responsible for 
making approval decisions for all the loans, setting appropriate interest rates, 
and collecting all debt repayments—which could be rather burdensome for them. 
Initially the government required 15 elected local people to become committee 
members in each council, but they later relaxed this requirement to a range of 
9-15 elected locals instead. This is because it can be somewhat difficult to find 
enough numbers who are willing to get involved in this difficult, time-consuming, 
and risky tasks. 


This program limits each individual borrowing to 20,000 baht and the 
amount must be paid back in one year’s time. Once a village distributed all of its 
one million baht to the local borrowers, additional lending is prohibited until the 
Fund receives at least 20 per cent of the total debt repayment. Interest level is not 
specified by the government, the local Fund Council can determine the appropriate 
interest applicable to different types of loans depending on the loan’s objectives 
and repayment schedule. 


It is difficult to judge the usefulness of the VURF since, on one hand, part 
of the money actually goes into developing the skills of the local people. On the 
other hand, it could also create ruptures in the local community. In addition, some 
communities could still have local Mafia or political groups who may try to control 
the distribution of the funds. 
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(d) Debt Moratorium to Small Farmers 


The Government has also initiated a policy to immediately grant a grace period 
for individual small farmers for both interest and principle payments for 3 years, 
to relieve their debt burden as a part of a comprehensive reform of the traditional 
farm economy to be more viable and self-sustaining in the long term. The ideas of 
giving or granting debt rescheduling or even debt forgiveness to small farmers for 
a long time and in all governments, but thus far no government was bold enough 
to implement it. 


Critics commented that the need for debt moratorium indicates that people 
in the rural areas are spending more than they can afford, just like the people in 
the metropolitan areas. They tend to use their extra income to finance their debt 
obligations instead of generating additional economic wealth. 


The government provides two options for the farmers: 
(1) Pure debt moratorium for 3 years 


The government will pay the interests for loans of all the farmers who 
chooses this option 


(2) Debt Reduction program 


The BAAC will reduce the interest rates changed on loans to the 
farmers. The reduction would depend on the credit status of the farmers. 
Credit status which are considered above-average are divided into 
3 levels—excellent, very good, and good. ‘Excellent’ borrowers would 
receive higher interest cuts than ‘good’ borrowers. 


By September 2001, 95 per cent of the eligible farmers have joined the 
program. About 1.1 million farmers opted for pure debt moratorium option, while 
around | million farmers chose to join the debt reduction program. 


There are concerns that the moral hazard problem, already reflected in 
the large number of strategic NPLs in the country, would spread to the grass- 
root level as well. Imagine a case where two farmers borrow the same amount of 
money from the government’s bank. Farmer A is a good farmer who is diligent and 
disciplined. He used his loan well and was able to recoup his investment within the 
stipulated period of time, pay his debt to the government’s bank, and make plans 
for his agricultural improvement and expansion. Farmer B is opposite. He used 
his loan badly, spending it on consumer goods rather than on investment. When 
the time comes to pay back the debt, he is unable to do so. Now the government 
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came out with a policy to help Farmer B while Farmer A receives nothing from 
the government at all. This not only distorts good economic decision making and 
destroy good ‘debt culture’, it has the effect of rewarding the indigent and punishing 
the diligent. This is not saying that all indebted farmers are indigent—some indeed 
are afflicted by natural and market calamities, but the incentive packages should 
help both farmers equally. If Farmer B is to receive assistance from the state, 
similar assistance should also be made available to Farmer A. This is the basic 
idea that should govern the way the government gives a debt amnesty to small 
farmers. It does not seem that this idea lies beneath the debt moratorium policy of 
the current government. 


(e) The People’s Bank’: a microcredit program run by the GSB 


Actually this idea was already conceived by the previous government under the 
leadership of the Democrat Party, but they did not have the opportunity to operate 
it. When the new government came into power, this idea was independently 
developed and expanded. In an effort to ensure better and improved access to 
banking facilities and resources for low income citizens to enhance their capacity 
to increase their income from self-employment, and eventually reduce their 
dependence on organised and punitive money market sources, the government’s 
‘People’s Bank’ program commenced its operation on June 25, 2001. 


It is very easy to become a member of this program, one only needs to 
have a contactable address and a determination to start self-employment, plus 
a savings deposit account at the Government Savings Bank (GSB). Apart from 
requesting for loans to facilitate self-employment, members can use all types of 
deposit services of the bank and can also receive regular employment training and 
advice. The GSB will consider each loan application after the deposit account has 
already been opened for two months, and will determine the appropriate amount 
of loan. The loans can be used as working capital in self-employment, to repay 
(employment-related) personal debts incurred elsewhere, or for use in necessary 
day-to-day expenditures; on the condition that borrowers are credit worthy 





5 This is different from Krung Thai Bank’s Community Bank Program which complements the 


government’s People’s Bank Program. KTB’s program focuses on customers with higher borrowing 
needs, especially start-up manufacturers. The loan offers are up to 50,000 baht each, with up to 3 year 
repayment terms. 
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enough. At present, the first batch of loan to each person is limited to 30,000 baht 
(double from its original limit of 15,000 baht), while the second batch of loan has 
a higher cap of 50,000 baht — but this amount could be higher provided that there 
is adequate collateral. 


Interest to be charged on these loans is fixed at 1 per cent per month. 
Borrowers can repay both the principal and the interests on a monthly basis, with 
repayment terms varying from 13 to 37 periods (months). Both personal guarantees 
and asset collaterals are accepted in this program. 


As of February 15", 2002, there were approximately 500,000 members in 
the program, of which approximately 70 per cent have submitted loan requests 
and 83 per cent of these loan requests have been approved—totalling around 4,000 
million baht. Forty per cent of members are from the Central region, 29 per cent 
from the North-eastern region, 18 per cent from the Northern region, and 13 per cent 
from the Southern region. It is reported that approximately 3,000 new members are 
joining the program each month. 


Despite the fact that the stated 1 per cent per month interest rate seemed 
low, the principal that is used to calculate the interests does not reduce with each 
debt repayment. Therefore, the real interests that the borrowers have to pay are 
much higher than a simple 12 per cent as some might have understood. As it turned 
out, the members who borrowed from this program had to pay approximately 
22 per cent effective interest per year. The People’s Bank argued that there was a 
need to charge high interested because the effective cost of the Bank in providing 
loans to the members is approximately 18 per cent per year, as it has to incur a lot 
of expenses in hiring 500 new staff and motorcycles for use in collecting the debts. 
In addition, the loans were granted to retail borrowers who are mostly considered 
to be in a high-risk category, hence the Bank need to account for that in the interest 
charges. This interest level is still lower than credit card interests (approximately 
25 per cent per year) or interests charged by illegal loan sharks (which can run up 
to 100-300 per cent per year). 


The matter was investigated by the Senate and the Senate Advisory 
Committee. The investigation concluded that the Bank’s interest calculation 
methodology was confusing to the borrowers and that the Bank should return at 
least half the interest collected to the borrowers. However, the People’s Bank has 
yet to change its interest calculation methodology. 
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There were several problems encountered by program administrators such 
as: 


¢ Members do not fully understand the Program’s criteria and conditions. 


¢ Members do not have continuous savings stream, resulting in lack of 
funds for future employment capital. 


¢ Members cannot find acceptable collateral/guarantor. 


¢ Members have too much debt ‘outside the system’, and some of them 
still have high outstanding debt obligations with financial institutions. 


¢ Members do not have adequate planning on how to utilise the loans 
granted in improving their employment status. 


¢« Members misuse the loans, or save less once the loans were granted. 





e Members move residence frequently, and bank representatives have 
trouble locating them. 


Despite these problems it must be admitted that this People’s Bank is a great 
help to the poor or near-poor. Without state intervention, poor borrowers with little 
or no collaterals would have little chance of borrow from commercial banks. So, 
this intervention is to supplement normal functioning of the market rather than to 
add obstacles to it. 


4. Later Policies of Thaksin’s Government 


In addition to the earlier policies of the Thaksin’s government which were mainly 
conditioned by the election promises, Dr Thaksin has conceived several other 
policies during the last two years that add special characters to his techniques of 
economic management. As the nature and characteristics of these later policies 
are too numerous and too detailed to discuss here, we will provide only a brief 
description of each of these policies, with some short analysis. 


(a) Vayupak Fund 1 

As a result of large government spending in the first two and half years of 
government to stimulate the economy, coupled with the desire by the government 
to counter the problem of low interest rate which hurts many fixed income earners 
and retirees, the government decided to raise fund from the public by establishing 
a state-run, ten-year open-ended mutual fund with an initial capital of 100 billion 
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baht of which 70 per cent or 70 billion baht will be raised from the public, with the 
guaranteed rate of return of at least 3 per cent a year 


At first the government forecast that the fund would be picked up quickly 
by small investors who held large idle savings in the face of low deposit rate so 
that the remainder of the fund could be taken up by institutional investors. But 
since the government did not guarantee the safety of this fund—it was offered just 
like a private mutual fund, with similar risk, it did not attract too much interest 
among the general public. However, since there are large number of institutional 
investors also with large idle savings, the government succeeded in disposing this 
first batch of special mutual fund, with the second fund, Vayupak Fund 2, in the 
offing soon. These funds would enable the government to buy shares in several 
partly privatised state companies held by the Finance Ministry such as the Thai 
Airways International, the country national airline, the Petroleum Authority of 
Thailand, the state energy company. 


(b) Low-Cost Housing for the Low-Income 


Having a house of one’s own ranks high in the wish of every Thai. Dr Thaksin 
hit on his idea to provide state-assisted low-cost housing units for low-income 
people of Thailand, paying a low monthly mortgage. About 600,000 units have 
been planned throughout the country in the next 5 years, that is, from 2003 to 
2007. The National Housing Authority has been tasked to implement this highly 
popular policy. The project was started in mid-2003, and by early 2004, more than 
140,000 Thais have registered their names to become the owners of these low-cost 
houses. This seems to be the average number of housing units that the NHA would 
be able to provide each year so that at the end of the fifth year, the targeted number 
of 600,000 units would be completed. 


(c) Low-Cost Computers for the Thai People 


Similar idea is also conceived by the Thaksin’s government. As a result of public 
sector reform in October 2002, many new government agencies were set up, 
including the brand-new Ministry of Information and Communication Technology. 
One of the early policies of this Ministry was to sponsor the sales of low-cost 
computers to the Thai people. The basic unit which will enable its owner to make 
use of its basic services (such as word processing, spreadsheet and record keeping), 
including the necessary access to the internet, and basic entertainment capability, 
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will cost only 10,000 baht. This policy has the effect of pushing the market prices 
of computers down, as well as stimulate greater computer and internet services. 
The increase in internet users has been outstanding in Thailand in the last few 
years, in keeping with the Prime Minister’s support of knowledge-based economy 
and progress in high technology. 


(d) Asset Conversion Policy 


Dr Thaksin is a great admirer of Hernando De Soto, the author of The Mystery 
of Capital who argues that poverty could be eliminated by turning dead assets to 
live assets, thus allowing poor people with newly converted asset value to get the 
necessary capital for their investment. By virtue of this idea, Dr Thaksin set up a 
new government agency to speed up the issuing of land title deeds. It is expected 
that within the next five years, all lands will be surveyed and given proper titles 
so that their owners can use them to raise capital from state banks and financial 
institutions to start with. Other types of assets are also recognised such as the rights 
to use certain properties, even intellectual properties in the artistic fields (such as 
song writing and other artistic capabilities). 


(e) Official Registration of the Poor and the Needy 


Dr Thaksin made an announcementin 2002 that he would eradicate basic or hardcore 
poverty from Thailand within 6 years. It was estimated that about 10 per cent of 
the Thai population had income below poverty line in 2002. This would translate 
into about 6 million Thais classified as poor among the population of slightly over 
60 million. While the government is planning its strategy to combat and get rid of 
basic poverty, district offices throughout Thailand were asked to register those who 
consider themselves poor. Other people may also be included in this category, such 
as those who have large debts. As of early 2004, more than 6 million Thais have 
registered their names with the authorities. 


(f) Scholarship Programs for the Poor Students in Rural Areas 


Partly in order to help poor students in the rural areas, and partly to raise the 
intellectual capability of the Thai students to lead progressive Thai society in the 
future, Dr Thaksin initiates a program to give one scholarship to a top student 
from poor family in each of more than 900 districts throughout Thailand to be 
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sent to study abroad for his or her first degree. The money for this purpose will 
come from the profit of the government’s recent policy to sell the expanded 
lottery services. 


(g) The Income Contingent Loan Scheme for Higher Education 


Higher education in Thailand is highly subsidised with over 80 per cent of the 
operating costs of state universities paid out by the government while the students 
who benefit from this higher education paying only less than 20 per cent. In 
order to achieve both efficiency and equity in higher education, Dr Thaksin has 
agreed to adopted the Income Contingent Loan Scheme for Higher Education in 
Thailand whereby the students will be asked to pay more or less the full costs 
of education, but those who are unable (or unwilling) to pay these new course 
fees, may be able to borrow funds from the government to pay for their education 
but to be repaid only after their income after graduation has reached a certain 
threshold level. This loan is interest free, with provision for non-repayment 
when earning is disrupted. 


(h) Massive Plan for Infrastructure Spending 


The Thaksin’s government has just decided to make plan for a massive spending 
to improve transportation systems of the country. The amount involved is about 
900,000 million baht which includes about 446,700 baht for mass rapid transit 
system by rails in Bangkok and vicinity, and other transportation systems. This 
plan will be completed within 6 years. 


5. Assessment of ‘Thaksinomics’: Is It a New Development Paradigm? 


The issues discussed above may be too complex to lend themselves to an easy 
capitulation and assessment. It is, however, possible to make the following points 
concerning with what could be referred as the main features and characteristics of 
‘Thaksinomics’. 


(1) Dr Thaksin has been able to initiate and implement various economic 
policies with wide-ranging impacts under very strong and stable political 
situations. The success in his political position and consolidation has 
made all this possible. 
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(2) 


(3) 


(4) 


(5) 


(6) 


He was able to steer public opinion away from the dislike of the previous 
government’s handling of external policies under the directives of the 
IMF by emphasising the need to be more patriotic by depending less 
on foreign activities like export markets and foreign direct investment, 
and depending more on local or domestic economy and the raising of 
domestic consumption. Only when the external situations had shown 
signs of recovery did he revert to the unavoidable importance of external 
economy, effectively arguing that his policy uses ‘dual track’ approach 
of stimulating domestic production and consumption, in tandem with 
reliance on foreign trade and investment. 


Market-oriented competitive system always lie at the heart of Dr 
Thaksin’s vision of economic policy. There is no place for inefficiency 
in Dr Thaksin’s system; everyone must strive to reach the level of 
excellence measured by universal or global standards. In this way, 
it is only a matter of time before Thailand could attend the status of 
advanced, developed country and economy. 


As Dr Thaksin believes in each individual’s capability to excel in his or 
her own field, he would find it necessary to see to it that everyone has an 
equal opportunity to make the same beginning. This could be the main 
reason he would like to see the eradication of base poverty because it 
prevents the poor from having a fair beginning. Once everyone is given 
a fair chance of starting, each will be responsible or accountable to his 
or her own expected actions. 


Seen in this light, it is not a surprise to see so many ‘populistic’ policies 
that favour the have-nots to have an equal (or more equitable) chance 
to get what they do not have at first. This requires an enormous role of 
the state to bring about this new change. 


This greater role of the state or public sector under Dr Thaksin’s 
government may show a paradoxical picture. On the one hand, this 
greater state’s role reflects a ‘Father-Knows-Best’ attitude with Dr 
Thaksin as the omnipotent (and omnipresent) father. This is also 
akin to an all-compassing socialistic system where the state provides 
many things, gives all the directions, and controls the movements of 
everyone in the country. Yet, on the other hand, Dr Thaksin also pushes 
for efficiency and excellence in competition. So, what he has done 
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cannot be seen as a simplistic socialistic undertaking. This must be seen 
differently from the traditional or orthodox thinking. 


Obviously Dr Thaksin cares for the welfare of the Thai people as if he 
cares for the welfare of the people and personnel of his own company. 
He would like to think that if his technique works for him in his business 
and economic world, it will also work for others. Take the process of 
getting into debt, for example. There is nothing wrong with getting into 
debt for the purpose of investment. Indeed, not getting into debt when 
the opportunity opens is wrong or ill-advised. One must not criticise 
indebtedness per se, but must weigh between the benefits and costs of 
such indebtedness. 


In this sense, as long as an individual is able, he or she should not be 
tied down by fear of indebtedness, but to make the best use of the debt 
that brings about a new opportunity. The only reservation is, perhaps, 
that not everyone could cope with this indebtedness equally well, and 
that could bring about crisis of not being able to pay back the debt. 


It seems appropriate, therefore, to conclude that the new Thaksinomics 
can give anew development paradigm for Thailand, a paradigm that can 
lead Thailand to a status of a developed economy quickly. Of course, all 
this must be understood under the assumptions that all the Thai people 
know all the risks involved, and know how to take care of these risks, 
and clever enough to work or compete with anyone in this world. 
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ANNEX A: THAKSINOMICS BY THAKSIN SHINAWATRA 





Keynote Address by Dr Thaksin Shinawatra, Prime Minister of Thailand, at the 
meeting organised by the Philippine Chamber of Commerce and Industry, and the 
Philippine-Thai Business Council, at the Dusit Nikko Hotel, Manila, 8 September 
2003. 


Mr. Robin Sy, President of the Federation of Filipino-Chinese, Chamber of 
Commerce and Industry, Mr. Sergio Ortiz Luis, Jr., President of the Philippine 
Chamber of Commerce and Industry, Mr. Rizalino Navarro, Chairman Emeritus 
of the Philippines-Thailand Business Council, Distinguished Ministers of the 
Philippine Cabinet, Ladies and Gentlemen, 


Thank you very much, Mr. Navarro, for the very kind words of introduction. 
I wish to thank also both the Philippine Chamber of Commerce and Industry and 
the Philippines-Thailand Business Council for the wonderful arrangement of this 
gathering. 

I suppose this morning’s event is the outcome of a meeting last June 
between President Arroyo and myself at the Nikkei Conference in Tokyo. I recall 
President Arroyo telling the packed Conference that morning that, in conducting 
her economic policy, she was following, and I quote, “the domestic consumption- 
based ‘managed asset reflation’ of Prime Minister Thaksin Shinawatra that helped 
accelerate Thailand’s growth”. She told the large audience that she called this 
policy after my name, Thaksinomics! Sitting in the audience, I could not help 
feeling flattered and somewhat embarrassed. There it was, President Arroyo, 
a Ph.D. in economics, publicly giving credit to a Ph.D. in criminal justice like 
myself, for my economic policy and even calling it after my name. She must be 
pulling my leg, I thought. 

Later that day, when we met for our bilateral talks, I found out that 
President Arroyo was quite serious. She stressed her sincerity in what she called 
“Thaksinomics” and asked me to come to Manila to do what I’m here for this 
morning. 
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I wish to thank President Arroyo for her kind invitation and for honouring 
my name as a title of Thailand’s present social and economic policies. I felt like 
disagreeing with her on that distinction. But, after all, I am just a Ph.D. in criminal 
justice while the President is both a Ph.D. and a professor in economics. I think 
I would rather not dispute. My only hope is that, this morning, as a doctorate in 
criminal justice lecturing on economic policy, I can do justice to both President 
Arroyo’s and your expectations. 


Distinguished Guests, Ladies and Gentlemen, 


Before I start talking about what has been termed Thaksinomics, let me set 
the tone by walking you through some of my personal background to enable you 
to understand what has been in my mind when I took the prime ministerial office 
and formulated Thailand’s present economic and social policies. 


As you know, I came from a business background. But before starting 
business, I had spent many years in the police force where I learned to understand 
the bureaucratic mechanism of the country. Through my modest family background 
in the city of Chiang Mai, north of Thailand, I learned the meaning of business and 
innovation from my parents. In my childhood, I learned the hardship of poverty 
in the rural areas. I learned the importance of earning rewards by working hard. I 
learned the ups and downs, and how to cope with them if you wanted to succeed 
in business. So, ever since I started my own business more than twenty years ago, 
there was never a moment of feeling withdrawn or discouraged even though my 
wife and I had to go through both the worst and the best times of our lives. We 
always had the courage to go on to correct the mistakes and be on top of it. 


Personally, I like challenges and I like learning what makes them challenging. 
I like hurdles and obstacles. I like facing them so that I can beat them. I like 
winning the hard-earned prizes and dislike running away from crises. Because I 
know, crises give me a chance to turn them into opportunities and win. 

Distinguished Guests, 

At my 48th birthday party in July 1997 only a few weeks after Thailand had 
been hit by the financial crisis, and that was the only birthday party I have had for 
the last 6 years, I gave my guests a small gift with the Chinese character “Wei Chi”. 
Risks and opportunities, I guess, is the meaning of “Wei Chi’. I wanted that to 
represent myself and I wanted that to be a motto close to the heart of all my friends. 
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As everyone was bearing the crunch of the 1997 crisis, the big question in 
the minds of all Thais was how long would the country recover from the deepest 
economic plunge in our history? Ten years? Fifteen? Or twenty? To all walks of 
life, it was the time of darkness. It was the time of despair to business communities, 
large and small. It was a nightmare for many who had just started business and 
were yet to taste the sweet smell of success. To everyone, it was simply disaster. 


To me, I was amazingly disappointed to find that Thailand had to go to the 
IMF again after already having undergone the IMF programs in 1981, 1982 and 
1985. We took 8-9 years to pay up all our IMF loan of merely | billion US dollars 
in February 1990. Only 7 years later, Thailand had to enter yet another IMF loan 
program, this time 13 times bigger. 


I was determined that I must play some part in reversing the country’s 
state of the economy. I was determined to utilize the pool of resources I have: 
my experiences, my knowledge, my network in government and business, and 
everything else to turn this crisis into opportunities for my Thai fellow citizens. I 
was determined that lessons must be learnt from the mistakes and successes of the 
past governments, not only to ensure a faster and fuller recovery, but also never 
to repeat the same mistakes again. I was determined to bring changes to Thailand 
once and for all and would not wait to be forced to do so. 


When I set up the Thai Rak Thai Party in 1999, I had 3 primary principles 
as the pillars of our policy, namely creating income, lowering expenses, and 
expanding opportunities. In formulating our party’s platform, I took the outside-in, 
people-centred approach. We sent our research teams to everywhere in the country 
to find out the real needs of the people and how to achieve them. The economic 
and social policy of the Thai Rak Thai government must not be piecemeal. It must 
be a totally integrated policy. It must be a policy formulated from demand strategy, 
taking into consideration all major factors. It must be an integrated policy that, 
once broken down into jig-saw pieces and implemented, and once completed, will 
return with a full integrated outcome. 

Distinguished Guests, 

When I took office in February 2001, three and a half years after the crisis, 
my government was faced with two immediate economic problems. First, the 
underlying macroeconomic weaknesses and business failures resulting from over- 
investment and ineffective use of short-term capital flows. Second, the inability 
to create structural reforms to reach the right balance between quality domestic 
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growth and over-dependence on exports. I was even more shocked at the state of 
our balance sheet. I was quite prepared for the worst. But what I saw was worse 
than the worst. 


To start off, we were severely handicapped by the fact that the disastrous 
effects of the Crisis were inherited by my government. One needs only to look at 
the figures to see what a daunting task we faced. 


The Thai economy suffered negative growth of minus 1.4 percent in 1997 
and minus 10.2 percent in 1998; the situation had only slightly improved by early 
2001. The economy also faced a serious problem of overcapacity, with capacity 
utilization declining as low as 52 percent in 1998. The country suffered from 
continued capital outflows, with net capital flows in 2000 totalling minus 10.26 
billion U.S. dollars. Finally, the Government was saddled with huge external debt, 
reaching a peak of over 112 billion dollars in June 1997. 


Seeing the state of the balance sheet, and determined to quickly correct our 
balance sheet, which was overridden with debts, I knew that we had to double, if not 
triple, our efforts and speed up the implementation of all the programs under those 
3 principles. We needed to create more income for the people; we needed to lower 
the costs and expenses of the people; and we needed to expand the opportunities 
for the people as much as possible. 


But for effective implementation, winning an election was not enough. 
We must bring back trust and confidence, domestically and internationally. 
Political stability, political will and stern determination are important. I was 
totally unwavering in my determination because in my life, I have seen and 
gone through all these experiences and their bitterness: the hardship of poverty, 
business overwhelmed with debts, and an enterprise on the verge of collapse. In 
my business, I have been through the worst and turned it upside down. I knew 
I had learned enough in turning many crises into opportunities with success to 
make use of that with our economy. 


Ladies and Gentlemen, 


Itis normal that after winning a general election hands down, any government 
would like to have rest from the intense political campaign and enjoy the so-called 
“power of state”. I would not say we were cursed, but I would say that we were 
severely tested by the hand of God. Following the initiation of our new economic 
model, the first arrival on the scene was the September 11 incident. The second 
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visitor to greet us was the Bali bombing. The third caller was Iraq, and the fourth 
was SARS. But the most unwelcome visitor of all, who refused to leave town and 
has been around as long as the first visitor, is the problem of global deflation. 


With all these unruly visitors, we are certain that, had we made any major 
mistake in our economic policies, we would have been severely punished by our 
“well-wishers” in the international media as well as those who are still stuck with 
the old paradigm of economic analysis. I am pleased to say that this has not been 
the case. 


With relative political stability, we pressed on with our citizen-centred and 
people-focused economic and social policies. Our critics condemned our policy 
and called it, with contempt, a populist policy. I must confess I was bemused. A 
populist policy, so called because it must be a policy so liked by the people. The 
people like it because they find it beneficial. So if they like the policy and benefit 
from it, what’s wrong? 


In pressing for a citizen-centred, people-focused policy, I was fully aware 
that we have two constituencies of the people. The poor and rural grassroots are one. 
The urban and business sectors are the other. They constitute the two sides of the 
same coin, the Thai economy. In the past, the conventional economic development 
of many countries, including Thailand, was to focus on strengthening the foreign 
direct investment and export-led sector of the economy. All capital was invested 
into the urban area so heavily that it finally tipped the balance of the coin. Having 
all the access to the capital, the urban side got more developed and prospered while 
the rural side became more underdeveloped and impoverished. As a result, the gap 
between them grew wider. But worse still, the widening gap caused by the 1997 
crisis made any effort to bridge this gap a colossal task. 


My answer from our outside-in and people-centred approach is the Dual 
Track Policy: a social and economic citizen-centred policy, designed to bring 
changes to the conventional social and economic policies of Thailand, and 
addressing the problems of both constituencies of the people, all at the same time 
and in the right proportion. 


On the one hand, measures must be introduced to help strengthen the export- 
led sector of the economy. The currency must be stabilized to create an atmosphere 
of certainty to foreign investors. We must strive to rely less on borrowing from 
abroad and less on imports. Tourism, exports and foreign investment must be 
reinforced. Problems created by the debts and collapse of the financial institutions 
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must be seriously dealt with. At the same time, we must open up the market 
through bilateral and multilateral free trade arrangements with strong economic 
partners. With developing partners, the account trade system can open up more 
markets while reducing risks arising from the exchange rates and dependency on 
US dollars. 


On the other hand, we need to strengthen the basic foundations of the 
economy, the grassroots and the domestic-led growth of the economy. This side 
of the dual track policy is the process of empowering the grassroots and enabling 
them to have access to capital. 


To address the issue of domestic growth, we faced the question of how 
to stimulate economic expansion at the same time as resolving the problem of 
unfair, inequitable capital utilization. It was clear in the Government’s mind that, 
by stimulating the economy, we must use capital for stimulation effectively, that 
is, one bullet must hit two targets at the same time. The first target is the successful 
stimulation of the domestic economy. The second target is the triggering of grass- 
roots adjustment in order to create opportunities at the grass-roots level. 


The next task at hand for the Government was to try to achieve balanced 
growth with an eye—or rather with two eyes—on our current account position. As 
you know, it is extremely difficult to attain high growth rates without imposing a 
heavy burden on one’s current account. However, Thailand has managed to prove 
that it is possible to do both. By careful implementation of prudent economic 
measures, coupled with the stimulation of the economy through various grass-roots 
programs, we have been able to move capital closer to the people. And through the 
support and monitoring of the Government, we have been able to assist the poor in 
achieving disciplined management of their capital to yield maximum benefit. This 
successful partnership between the Government and the poor is virtually the first 
partnership in Thai history that actually works! 


Measures were embarked by the government to further accelerate the local 
economy. A 3-year debt suspension scheme for farmers was introduced. As part 
of the micro-credit facilities, the nation-wide one million baht village fund, or 
approximately 24,000 US dollars, was given to each village. Serving as a revolving 
fund, the money will provide the needed start-up capital for each village. A village’s 
own fund management committee of 15 members, at least half of which must be 
women, must be set up. Women membership is necessary because you must admit 
that women are often better than men in keeping track and records of accounts and 
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expenses. I have learned, at least from my own experience, that many of them are 
very good, both at keeping records of the accounts and of their husbands! 


The village fund is used to create economic activities in the village. 
Through these economic activities, income is generated. Through more income 
generated, there will be more economic activities. With more activities, there will 
be employment. Consumption, growth and multiplier effects will follow. The 
village can stand on its own feet. As for the government, the return on the fund 
is the growth and the revenues from taxation. And apart from the village fund, 
the grassroots can have access to other micro-credit facilities through the newly 
established People’s Bank. 


Another important initiative in the process is a plan to help the poor to be 
able to make their assets bankable. That is how we can enable them to turn their 
assets into capital. 


Since the 1997 Crisis, fixed asset prices in Thailand have had no benchmark, 
thus creating a severe disadvantage for the poor. In response to this problem, the 
Thai Government has instituted a strategic policy of creating a new benchmark 
of asset prices through our policy of providing incentives for real estate. We have 
stimulated the real estate market through various tax instruments and have been 
able to move the excessive savings from the country’s hobbled banking system 
through the real estate market. As a result, real estate values and prices have gone 
up by 30 percent on average. By creating this new benchmark, we have helped to 
naturally adjust the real value of the debt and asset relationship. 


Our policy does not merely make capital accessible and move it closer to 
the grassroots, but with capital, we also provide them with options of economic 
activities. The One Tambon-One Product or OTOP project—a Tambon is what we 
call a group of villages or a sub-district—was also introduced to draw on the local 
expertise, know-how, skill and innovation. Each tambon will work on the kinds 
of products it is good at. The government will assist them in the area of marketing 
throughout the country and around the world. After 2 years, the success of OTOP 
has been more outstanding than anyone could have anticipated. The OTOP sale in 
its second year was over 17 billion baht or 420 million US dollars. 


And for the local businesses to prosper, I believe in encouraging local 
entrepreneurial talent. The local SMEs, as a fundamental factor of our economic 
success, must be promoted. The SMEs’ activities represent the majority of the 
economic activities of the country. The SMEs are a major contribution to the 
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national growth and a major source of employment. For these reasons, I had 
the SME Promotion Office and the SME Bank set up to promote existing and 
increasing the number of entrepreneurs in a systematic way with a view to 
expanding the national productivity base, provide R&D support, and offer tax cuts 
and investment incentives. 


We have employed a multipronged approach of tax incentives for new 
businesses, rationalization of export procedures, and stimulation of grass-roots 
demand. Such measures have boosted domestic consumption, decreased over- 
capacity of production, and enabled our diversified export items to flow to the new 
sector of global demands. This has been done in such a successful way that has 
surprised even some of us in the Government! 


Distinguished Guests, Ladies and Gentlemen, 


Empowering the grassroots is not just a question of giving them the money. 
The government needs to give them a complete cycle of assistance and support, 
ranging from credit lending, human resource development, and technical assistance 
for product development, in order to add value to their products and provide market 
access. Believing in the Asian saying “better to teach a man to fish than to give him 
handouts”, I want to turn our grassroots into a knowledge-based economy. This 
will allow them to be self-reliant and self-sustainable. I have introduced a number 
of ICT projects to help reduce poverty, facilitate the management of agricultural 
and natural resources, increase accessibility and dissemination of knowledge. 
The ICT projects have been used to empower the citizens and communities and 
increase the economic and social opportunities of the disadvantaged groups. I have 
introduced an Internet scheme of tambons so that every tambon and school in rural 
areas now has access to the Internet. 


All these efforts will be in vain, however, if our grassroots are deprived of 
the basic necessities in life and human security. Of all the four basic necessities— 
food, clothing, medical care and housing—the latter two have been found most 
wanting. The introduction of the 30 baht health scheme for all, or about 73 cents, 
will enable the poor and the underprivileged to have access to the medical care 
they have so far been deprived of. With this scheme, we will create a “health for 
all” and “all for health” community. With this scheme, people can better plan for 
a better future. Should they fall ill whenever in the future, they know that their 
medical bills will be taken care of. What they have planned with their capital will 
not get interrupted and fall short because of unexpected medical expenses. 
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Housing ownership is the ultimate symbol of security in life for many who 
have never afforded to own a house. Starting with the Government’s one million 
unit housing scheme for the poor, I have found thousands of families happy to 
work harder now that they have security in life and a roof of their own. 


Basically, what we have done for the grassroots is a process of empowering 
the less empowered. It is all the same in life or in game. With a handicap in golf, 
the weaker player will be encouraged to work harder to par, if not to birdie. Given a 
handicap through these schemes, the grassroots will be empowered to work harder 
to drive their own growth and to par with the other sectors of the economy to 
create the aggregate strength of the country. In the process, we have created much 
stronger grassroots as a major contribution to the growth of the economy. We 
have provided our grassroots with a shock absorber against any future economic 
turmoil. We will make the two sides of the coin well-balanced with comparable 
strength. 


Distinguished Guests, 


To secure the future for the people, everyone must be free from want, 
free from hunger and poverty, and free from fear, free from war, violence and 
intimidation. They must be reassured of human security. The Ministry of Social 
Development and Human Security was set up last June to take charge of this 
important dimension. But on the freedom from fear, the narcotics problem remains 
one of its most serious threats. That is why upon taking office, I have declared war 
on three fronts: the war on hunger, the war on drugs, and the war on corruption. 


Since the beginning of this year, I have declared a nation-wide total war 
against narcotic drugs. As a tribute to His Majesty the King, who has devoted so 
much of his efforts to fight against drugs, on the occasion of His Majesty’s birthday 
this year, we will declare a nation-wide total eradication of narcotic drugs on 
December 2nd. Since February, I have launched a nation-wide and comprehensive 
strategic campaign to fight narcotic drugs. The campaign is aimed at three main 
objectives: prevention, treatment and rehabilitation, and suppression. Potential 
drug abusers and addicts must be prevented from getting involved with narcotic 
drugs. Abusers and addicts must be treated and rehabilitated in order to decrease 
drug demand. The law has been amended so that they would no longer be treated as 
criminal offenders but medical patients in need of treatment. A massive suppression 
campaign was launched against drug producers, traffickers, smugglers, as well as 
precursors used for drug production. 
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The anti-drug campaign must involve total cooperation from every corner 
of the society and community regardless of age, sex, religion and beliefs. The 
army helped set up special rehabilitation centres for addicts and abusers who turn 
themselves in voluntarily. Provincial and police officers are instructed to work in 
tandem to x-ray every inch of their areas of responsibility to detect any trace of 
drugs. Once caught, traffickers will be subject to the maximum punishment under 
the law. Officials who are found involved with trafficking themselves are also 
subject to the severe penalty given under the law. 


The severity of the campaign caused a great deal of apprehension amongst 
many drug rings and their leaders. Afraid of their ring members succumbing to 
police investigation once caught, drug traffickers went out killing each other to 
prevent giving tips leading to the arrest of other members of the drug rings. There 
were thousands of these “cut-off murders” amongst traffickers themselves in the 
period of 3-4 months of intensive campaign. Realizing that drug trafficking is an 
international problem and requires international cooperation, I also asked both 
our immediate neighbours such as Laos and Myanmar, and other neighbours such 
as China and India, to work with Thailand as a five-nation cooperation on drug 
control. At the same time, our crop substitution programs have been successfully 
implemented in many areas that used to rely for a living on drug income. 


On the war against corruption, I have launched campaigns to bring many of 
the underground activities out on the table. The underground lottery, the unlawful 
gambling dens, and many unlawful activities are facing severe blows. The mafia 
gangs and those exercising undue and unlawful influence on others will no longer 
have a place in the Thai society. Violence and intimidation to innocent lives must 
be eliminated. I am planning to totally ban the sale of arms and guns to the public 
within 5-6 years. 


Ladies and Gentlemen, 


Two and a half years of our policy have paid off. The Thai currency is 
strong and stable. Last year our GDP growth was 5.3 percent, the highest since the 
1997 crisis. This year, despite SARS and the Iraq crisis, we have a clear indication 
that we will achieve 6 percent or higher. Thailand’s exports for the first half of 
this year have grown by 19 percent. Two and a half years ago, the value of the 
Thai Stock Exchange was around 37 billion US dollars, now it has doubled to 
around 74 billion. My intention is to bring it up to the similar size of Thailand’s 
GDP of around 137 billion US dollars. Our agricultural income this year is up by 
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25 percent. The industrial productivity for the first half of this year is around 66.6 
percent. Unemployment is down from 3.6 percent in 2000 to 2.2 percent last year, 
and this year we expect it will be around 1.4 percent. 


On 31 July, Thailand paid up all her 12.3 billion dollar IMF loan, two years 
ahead of schedule. When I took office, only 2 percent of this loan had been paid. 
We managed to pay the outstanding 98 percent within two and a half years. Despite 
this, we still have foreign reserves of 38 billion US dollars. Meanwhile, the ratio 
of our public debt to GDP has declined as well, standing at just below 50 percent 
as of May 2003. 


Thailand now enjoys a surplus in current account and in trade. Last year, 
we enjoyed a current account surplus of over 7.6 billion U.S. dollars. Our external 
debt is declining to half of what it was at its peak a few years ago. With the budget 
deficit also fast declining, we hope to achieve a balanced budget soon. With the 
Thai economy well back on track towards a fully recovered and vibrant state, 
my ultimate aim is to be able to eliminate poverty, as defined by the UN, from 
Thailand within 6 years’ time. 


Before concluding, I wish to add that in implementing my domestic policy, 
the international dimension of our foreign policy is equally important. Our position 
with our neighbours, our cooperation with our ASEAN friends, our cooperation 
within various regional and inter-regional perimeters, as well as the new cooperation 
initiative such as the Asia Cooperation Dialogue (ACD) and the Asian Bond, bear 
direct and indirect repercussions to the success of my domestic policy. 


Distinguished Guests, Ladies and Gentlemen, 


What I have done with my economic and social policy is no more than 
what the people of Thailand want and deserve. I have done no more than reducing 
expenses, creating higher income, and expanding opportunities by building 
domestic demand without endangering fiscal soundness. I have done no more than 
building trust and confidence back to the Thai economy so that it could fully recover 
from the nightmare of the 1997 crisis. I have done no more than making sure that, 
through the dual track policy, both the traditional export-led sector and the rural 
demand stimulation and production of the non-traditional sector, or the grassroots, 
will become the equally strong dual foundations of Thailand’s economic growth. 


What I have done is not just for the recovery of the economy. What I have 
done is to aim at eliminating poverty from Thailand by the year 2009. What I have 
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done is to aim at making the Thai people free from want and free from fear. What 
I have done is to aim at bringing more prosperity and security to Thailand and our 
region. 

Iam a man who adapts and applies. I am a man who makes changes before 
being forced to change. I am a man who never forgets the past but makes use of the 
past for the better of the future. I am a man who feels the more urge to win when 
thought to have lost. And I am the man who puts everything that is in me in my 
efforts and attempts for the betterment of my fellow countrymen. 


For what I am, I form and direct this economic and social policy. Whatever 
you wish to call it, this is the policy that I believe is best for Thailand. 


Thank you very much. 
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THE ELDERLY AND THEIR SOCIAL PROTECTION 
IN THAILAND’ 


Medhi Krongkaew™ 


1. Introduction: The Need of Social Welfare and Social Protection 


The main purpose of this paper to address the issues concerning the elderly and 
their social protection in the Thai society. This requires at least two preliminary 
discussions, one on the concept of social justice and the welfare state, and the other 
on social protection and the role of state. 
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Social Justice and the Welfare State 


The arguments on whether the state has its natural rights to intervene in the market 
economy to provide social justice have been long in the toolkit of economists. We 
often would like to divide our economic thoughts into three groups, economic 
libertarianism, economic liberalism, and economic collectivism.! Libertarian 
economists are those who have total belief in the power of the market, that 
market when allowed to work unhindered gives human beings the greatest form 
of individual freedom. But even among these libertarian social scientists, they 
can be distinguished by their different degrees of their faith in the market. The 
more faithful one could be called “Natural Rights Libertarian” who believes 
that state intervention in the market is “morally wrong” except in strictly limited 
circumstances, whereas the softer libertarian could be called “Empirical Libertarian 
who would say that state intervention “will reduce total welfare’’. Among these 
second groups of libertarians, the names of Friedrich Hayek and Milton Friedman 
are often recognized as well-known representatives. 


The liberal economists of social scientists are probably exist in larger 
number than the first group simply because they have been taught that market is 
not always perfect, and when market fails or could not function properly, it is better 
for the state to intervene rather than to leave the market to correct itself as that may 
take too long, and the people’s suffering may be too severe. A champion economist 
among this group was John Maynard Keynes who revolutionized the role of state as 
stimulator of aggregate demand, to bring the economy out of economic slowdown 
or recession. John Kenneth Galbraith who died recently was often classified into 
this group among well-known and famous economists for his compassionate plea 
to the affluent state to help the poor and the underclass in the society. 


John Rawls is another economic scholar who has managed to give a widely 
acceptable meaning of fairness. To him, a fair society is that which everyone in it 
is given equal and inviolable political rights of free speech and political selection, 
plus a chance to receive the most or maximum assistance from the state if he is 
the most worst off person in it. This is acceptable mainly because Rawls uses the 





' This classification follows the suggestion by Nicholas Barr in his textbook, the Economics of the 


Welfare State, 4 Edition, Oxford University Press, 2004. 


> Barr classifies Robert Nozick of Harvard University as an example of those belonging to this 


group. 
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assumption of the “veil of ignorance” whereby if everyone is equal and does not 
know the position he or she is born into, and the same chance to be in the bottom 
of the society, then it is only natural that everyone would not feel that it is unfair 
to give the best help to that person, which could mean anyone in the society. This 
does not mean that individual freedom is not respected, but the state has the rights 
to see and observe “fair’ distribution of income and welfare. 


At the other extreme of libertarian economists are collectivist economists 
who, along the teachings of such economic philosophers and scholars as Karl Marx 
have an opposite belief that it is the state that could correct the class exploitation 
in the capitalistic market system. The state is needed as leader of the people until 
all forms of exploitation end, then the state may disappear and the people can live 
together in collective environment where everyone is equal and contributes to the 
society up to his capability, and receives from the society depending on what he 
needs. This is of course an idealized communism that we have not seen anywhere 
yet. 


We should be practical and do not fall into a trap of having to label ourselves 
any of the above economic principle or philosophy. Each school has its strong 
points and weak points, and we should adopt the strong points of each school and 
discard their weak points. For example, we could say that individual freedom could 
be accepted as a foundation of an economic system, and on the understanding 
that everyone in the economy is “morally” a good man so that what a good man 
does to the best of his interest will also contribute to the best of the economy 
without having to fear that his action may have intentionally negative impact on 
his fellow citizens. However, the market can and does fail, which requires the third 
party beyond the consumer and the producer to step in to correct the failure. The 
general consent and social contract dictate the relationship between the people 
and their representative or leader, who can fail in his duty too, creating a situation 
(government failure) that bring about political as well as economic crisis that may 
be difficult or take a long time to correct. But in the end, the state and the market 
and the people exist together in some harmony, with checks and balances that bring 
about overall desirable life and livelihood. 


Even in the earlier time of Adam Smith when one could argue that the 
society that existed then is less egalitarian that what we can see in existence today, 
the state in laissez-faire system is required to take care of those citizens who cannot 
take care of themselves either through physical disability or financial disability. 


434 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


With relatively greater wealth and income equality today compared to the past, 
it is even more imperative that the society is bound to confer social assistance to 
the unfortunate who are left out of the growth process of the economy. We do not 
see much of this social assistance in less developed economies because the state 
lack sufficient resources to carry out this task, but with improved development 
and larger wealth and resources, the state could do more. It is not a surprise to 
see, therefore, that in most developed countries, the level of social welfare to their 
less well-off people is much greater than that in less developed countries despite 
the fact that the less well-off in less developed countries are really much less 
“well-off” than their counterparts in the more developed countries. 


Social Protection and the Role of State 


Barr (2004) has offered an interesting analysis of the proper role of a welfare 
state. On an assumption that most economies in the world today are of mixed 
systems, sharing the main characteristics of market mechanisms and appropriate 
state interventions, a welfare state in this general system would have the following 
five objectives, namely (1) to promote efficiency in the allocation of resources of 
the economy; (2) to support reasonable living standards; (3) to reduce inequality; 
(4) to promote and guarantee social inclusion; and (5) to create administrative 
feasibility. These objectives may be discussed in turn. 


On Efficiency 
Three aspects of efficiency may be considered: 

e Macro-efficiency. The efficient fraction of GDP should be devoted to the 
totality of welfare-state institutions by avoiding distortions that can lead 
to cost explosions. 

¢ Micro-efficiency. Policy should ensure the efficient division of total 
welfare-state resources among different types of social spending. 

¢ Incentives. Where institutions are publicly funded, their finance and the 


structure of benefits should minimize adverse effects on labour supply, 
employment, and saving. 
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On Supporting Living Standards 
There are at least three components in this second strategic aim. 


¢ Poverty relief. No one should be allowed to fall below a minimum 
standard of living defined under a national poverty line. 


¢ Insurance. No one should face an unexpected and unacceptably large 
drop in his or her living standards, and this can be corrected through 
unemployment and health insurance. 


¢ Consumption smoothing. State should enable individuals to reallocate 
consumption over their lifetime, to prevent violent change in the people’s 
life. 


On the Reduction of Inequality 


In addition to absolute poverty, there is a problem of relative poverty or inequality 
problem. 


¢ Vertical equity. The state (or system) should redistribute towards 
individuals of families with lower incomes. 


¢ Horizontal equity. Differences in benefits should take account of age, 
family size, and so on, but not irrelevant factors like ethnic background. 


On Social Inclusion 
These broader goals go beyond the conventional economic rationale. 


e Dignity. Cash benefits and health care should be delivered so as to 
preserve individual dignity and without unnecessary stigma. Quoting 
Lord Beveridge, the father of the British social security system, the 
desirable character is a social security system is that through paying 
contribution, people will feel that they are getting security not as a charity 
but as a right. 


¢ Social Solidarity. Cash benefits and health care should foster social 
solidarity, that is to say, to enable the people to live peacefully and 
harmoniously together. 


436 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


On Administrative Feasibility 
Two more aspects on this strategic aim 


¢ Intelligibility. The system should be simple, easy to understand, and as 
cheap to administer as possible. 


¢ Absence of Abuse. Benefits should be as little open to abuse as possible. 


Based on the above objectives of a welfare state, it could be summarised that 
the role of welfare state is to provide social protection to its people and citizens. 
Among actual activities that the state has conducted are health and employment 
insurance, health care and educational supports, poverty relief, consumption 
smoothing through old age pensions, and direct income support. 


We have already discussed the basic principles of social welfare or social 
assistance in a mixed economy. What is left is to for us to look at how the state in 
each country manages to provide social protection to its citizens in actual practice, 
which of course may differ from one country to another. Ortiz (2001, p.599) in her 
edited volume on Social Protection in Asia and the Pacific defines social protection 
as the set of policies and programs designed to reduce poverty and vulnerability 
by promoting efficient labour markets, diminishing people’s exposure to risks, and 
enhancing their capacity to protect themselves against hazards and interruptions/ 
loss of income. In more specific details, she includes as social protection the 
following five major elements: (i) labour markets, (ii) social insurance, (111) social 
assistance, (iv) micro and area-based schemes to protect communities, and (v) child 
protection. This is a good list, but a different list can be made. 


Itseems, however, that the state can look at the opportunities to provide social 
protection at the different life cycle of its citizens. As children, they should receive 
necessary education to equip themselves with adequate knowledge to live and earn 
a living when they grow up. Protection can also include the protection against child 
labour when these children are forced to work before their proper ages. As young 
adults they can be given a further choice to start working or continue their further 
education if there are capable intellectually (and financially themselves or in term 
of their sponsors) to doing so. As working adults, they should have opportunities 
to work in their areas of preference and expertise, with sufficient compensation or 
remuneration to live and set up family if they want to. Finally, as they grow old, 
they should have enough income security to live by themselves without having to 
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depend too much on their offspring, or others in the society who are themselves in 
the process of building up their own lives and families. 


This leads us exactly to point where we want to focus our main attention 
to in this study: the welfare and security of older people. On this issue, no one or 
no agency is more well-known than the World Bank in trying to promote some 
kind of universal acceptance or agreement on how to take care of older people 
economically in any society. Various professional staff of the World Bank (for 
example, Holzmann for World Bank, 1994, Holzmann and Stiglitz, 2002, and 
Holzmann and Hinz, 2005) have managed to publish many studies that have 
become guidelines to policy makers, scholars, and practitioners of old age pension 
systems throughout the world. What have become known as the World Bank Three 
Pillars Principles of Old Age Pension System consist of the following three levels 
or three tiers of old age security systems that are commonly understood in today’s 
literature. They are: 


1. The First Pillar: Public mandated, publicly managed, defined benefit 
system. In the words of the World Bank author, this public pillar would 
have the limited objective of alleviating old age poverty and coinsuring 
against a multitude ofrisks. Backed by the government power of taxation, 
this pillar has the unique ability to pay benefits to people growing old 
shortly after the plan is introduced, to redistribute income toward the 
poor, and to co-insure against long spells of low investment returns, 
recession, inflation, and private market failures. 


2. The Second Pillar: Public mandated, privately managed, defined 
contribution system. This pillar is a mandatory pillar which is fully 
funded and privately managed. It would link benefits actuarially to 
costs and carry out the income-smoothing or saving function for all 
income groups within the population. The World Bank further asserts 
that full funding should boost capital accumulation and financial market 
development. The induced economic growth should make it easier to 
finance this public pillar, but not to encourage more demand on the first 
pillar. 


3. The Third Pillar: Privately managed, voluntary savings, defined 
contribution system. This voluntary occupational or personal saving 
plans would provide additional protection for people who want more 
income and insurance in their old age. 
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Inarecent publication by Holzmann and Hinz for the World Bank (Holzmann 
and Hinz 2005), these two authors have expanded the above 3-pillar concept of 
old age security to a 5-pillar concept whereby the original three pillars are left 
intact, but two more pillars are added. Pillar Zero is a non-contributory pillar that 
provides a minimal level of protection to the target elderly group. This may have 
taken out some of the functions of the original Pillar One functions. And Pillar 
Four is informal intra-family or inter-generational sources of both financial and 
non-financial support to the elderly, including access to health care and housing. 
They argue that for a variety of reasons, a system that incorporates as many of 
these elements as possible, depending on the preferences of individual countries 
as well as the level and incidence of transaction costs, can, through diversification, 
deliver retirement income more effectively and efficiently. (Holzmann and Hinz, 
2005, p. 2). 


2. Social Protection in Thailand 


As an introduction to the current development of social welfare and protection 
systems in Thailand, we want to refer to the recent enactment of two laws in 
Thailand in 2003. These two laws are the Social Welfare Promotion Act B. E. 2546 
and the Senior Citizens Act B. E. 2546. 


It can be considered quite extraordinary that the efforts on reforming 
social welfare systems in Thailand under the general public sector reform policy 
of Dr. Thaksin Shinawatra’s government in 2002 could culminate in the passing 
of the above two laws in 2003. Of course, the negative welfare effects of the 
economic crisis of 1997 were well known, and indeed could be seen as catalysts 
to more formal and systematic government efforts to deal with similar situations 
in the future. As part of the technical assistance from the European Union (EU) 
to help Thailand and other countries in East Asia which were affected by the 
post-1997 economic crises, the Asia-Europe Meeting or ASEM Trust Fund was set 
up to provide financial assistance to these affected countries to conduct studies on 
various aspects of development issues, with the World Bank acting as financial as 
well as technical intermediary. Thailand Country Development Partnership (CDP) 
program was set up between the government of Thailand and the World Bank in 
2001, with the Country Development Program for Social Protection (CDP-SP) as 
one of the first research and planning activities that the World Bank had conducted 
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with related government agencies (Ministry of Labour and Social Welfare and the 
National Statistical Office). 


The Program Report on Thailand CDP-SP which was published in June 
2002 gives broad perspective of five areas of social protection in Thailand, namely 
social assistance and transfers, employment services and labour market information, 
unemployment insurance, occupational safety and health and workmen’s 
compensation, and improvement in socio-economic data and dissemination. 
Under these five areas of social protection, the World Bank-led study team had 
succeeded in carrying out many tasks. For example in social assistance area, the 
team was able to launch a social risk and vulnerability assessment to examine 
the characteristics of vulnerable groups and identify gaps in program coverage 
and adequacy targeted to these groups. On employment services, CDP-SP helped 
develop a labour market information (LMI) system and upgrade the analytical 
capacity to understand labour market dynamics in Thailand. On unemployment 
insurance, CDP-SP helped establish unemployment insurance unit in the Ministry 
of Labour and Social Welfare to coordinate unemployment insurance planning and 
implementation with the Social Security Office and other MOLSW departments. 
On occupational health and safety, CDP-SP assisted the Department of Labour 
Protection Welfare to develop proposals on Occupational Safety and Health (OSH) 
management reform. And so on. 


The work of CDP-SP continued after the creation of the new Ministry 
of Social Development and Human Security and the reorganisation of former 
departments of MOLSW such as the Department of Public Welfare which is 
now recommended to move away from direct provision of social assistance to a 
policy making and monitoring role. It was the new ministry that took care of the 
preparation and the launch of the two important laws on social welfare in Thailand. 


In the Promotion of Social Welfare Provision Act, the rationale given from 
the enactment of this act is that Section 80 of the present Constitution of Thailand 
stipulates that the state must protect and promote children and youth, gender 
equality, family cohesiveness, community strength, assist the elderly, the poor, the 
disabled, and the vulnerable to attain good quality of life and self-dependence. The 
direction of social welfare activities under this act will be decided by the National 
Committee for the Promotion of Social Welfare Provision with the prime minister 
as chairman and members appointed from various related government agencies, 
NGOs, and outside experts. Its main tasks, among other things, are of course to 
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promote social welfare among the Thai people. Social welfare here is defined to 
include the system that provides social services that will solve problems of social 
security as well as the development and strengthening of it, in order to satisfy basic 
needs of the people to achieve good quality of life and self-dependence, which may 
include minimum levels of education, health, shelter, employment and income, 
and participation at all levels in the society. 


As the above act provides the framework upon which a more specific 
activities could be undertaken, examples of activities under this act are still not clear 
to see. However, under a more specific law, the Elderly Act, specific provision may 
be more clearly seen. For example, the elderly Thais (those 60 and over) under this 
Act will now have, as a matter of rights, be able to receive free medical services 
from the state, receive some concessions on public transports, receive occupation 
and legal advice from the state, receive funeral assistance in time of their deaths, 
generate tax privileges to their offspring who look after them, and so on. Again 
the list of these privileges is still not extensive, but the future prospects are good. 


In order to prepare a more detailed master plan for the provision of social 
welfare for the Thai people under these and other laws, many government agencies 
are now involved in drafting the 5-Year Strategic Plan for the Promotion of Social 
Welfare in Thailand which will start in 2007 and will end in 2011. The account on 
this preparation may be discussed as follows: 


As mentioned earlier, as a result of bureaucratic reform in 2002, the social 
welfare part of the old Ministry of Labour was used to form a base for a new 
ministry called Ministry of Social Development and Human Security. On the 
face of it, this is adequate to attest to the wish of the current government to pay 
more attention to the social welfare issues of the Thai population. Although it is 
true that there are no new departments being created but just a reorganisation and 
renaming of some of the departments in the old ministry, the scope of work and 
activities of this new ministry have expanded. For instance, the former Department 
of Public Welfare is now called Department of Social Development and Welfare, 
and the Housing Authority of Thailand was moved from the Ministry of Interior 
to this new ministry. The potential for future expansion on social development and 
welfare is not in doubt. 


To outline plan of actions for the future, this new ministry decides to draw 
up a 5-year Strategic Plan for the Promotion of Social Welfare in Thailand that 
will cover the period from 2007 to 2011. In its first workshop to prepare this 
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Strategic Plan, almost 1,000 participants from all over the country were invited 
to meet in Bangkok on March 13, 2006. In this meeting, Mr. Suwat Liptapanlop, 


a Deputy Prime Minister of the present acting government who presided over the 


open ceremony, stressed the four directions of the work, namely: 


(a) 
(b) 


(c) 


(d 


— 


the new welfare provision must be “Welfare for All”; 


In such provision, the rights, dignity and participation of all citizens 
must be considered; 


There will be 7 areas that the new welfare provision will cover: 
education, health, shelter, employment and income, justice process, 
recreation, and general social services; 


There will be four measures to support the above 7 areas of work, namely, 
measures to create or generate consciousness and responsibility to the 
society; measures to give social protection’ measures to strengthen 
social partnership; and measures to develop social mechanisms. 


The 14 small discussion groups that the organisers of this workshop had 


organised are indicative of they had in mind in terms of what need be done in this 


plan. These 14 areas are: 


iF 
. Health and Sanitation Welfare Group 


0 AN Dn FW WN 


es 
RW NY FF © 


Educational Welfare Group 


. Housing Welfare Group 

. Employment and Income Welfare Group 

. Recreation Welfare Group 

. Justice for All Welfare Group 

. Group for the Generation of Social Consciousness and Responsibility 
. Children and Youth Welfare Group 

. Women Welfare Group 

. Family Welfare Group 

. Old Age Welfare Group 

. Group for the Welfare of the Disabled 

. Welfare of the Poor and the Vulnerable Group 


. Group for the Development of Mechanisms for Sustainable Welfare 


Systems. 
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The list is quite impressive. One can only hope that there is enough sustained 
interest and drive among policy makers to see this plan of actions through. 


In action today, the social welfare system in Thailand may include the 
social security system which provides social insurance for Thai workers in six 
contingency areas namely sickness out of work, death, disability, maternity, child 
dependency, old age, and unemployment. On health, Thai people are now covered 
by the mixture of compulsory social security system of formal sector workers, 
the health coverage for government and state enterprise officials, and the national 
health protection plan under the so-called 30 baht Health Scheme. There are some 
social assistance programs especially for the elderly people who are without 
family supports, and those who have the disabled in the family, and those who 
are afflicted with HIV/AIDS, but the coverage is still small by the standards of 
more developed economies. The analysis for these social welfare schemes and 
provisions may require a much more extensive research beyond the confine of this 
report. However, we will pick up one specific area of social welfare, that is welfare 
for the old aged and will analyse this system in Thailand.* 


3. The Reform of Old-Age Security System in Thailand 


Compared to the situations, say, 20 years ago, the older people of Thailand have 
received much better social welfare treatments from the state today. In comparison 
with similar treatments to older people in other, more developed countries, however, 
we still lag behind in many respects, and there are vast rooms for improvement. 
In this chapter, we will describe and analyse the existing old-age security systems 
for the aged in Thailand, especially its pensions systems, to see how adequate, or 
effective, or efficient these systems are in their social welfare or social security 
provision for its older population, and how these systems can be reformed, or 
what kinds of reforms are needed, to bring about better or more improved old-age 
security systems at present and in the future. 


3 There are many studies on social security and health insurance systems of Thailand and their 


various aspects and derivatives, for example, Manthana and Somchai (1997); TDRI (2004), ILO 
(2004). 
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Existing Old-Age Security Systems’ 


That the country is facing a future crisis of aging population in Thailand is beyond 
anyone’s doubt. Indeed this is a global phenomenon that is true in almost all 
countries in the world due to advances in medical knowledge and technologies, 
and improved health facilities, services and sanitation in most countries that 
bring down the death rate and lengthen life expectancy. The falling birth rate 
and fertility rate which result in lower percentage of younger population are also 
another main factor that heightens the prospect of old age crisis. In Chart 1, we 
can see that the percentage of Thai population aged 60 and over as a percentage 
of the total population will increase from 10.4 per cent in 2005 to 17.5 in 
2020. Similarly, the Old Age Dependency Ratio defined as the percentage of 
the population aged 60 and over who are expected to depend on the working 
population aged 15 to 59 for support will also increase from 15.41 per cent in 
2005 to 23.51 per cent in 2020. 





4 There are several sources of information and references on the existing old age pension systems 


in Thailand in Thai and English languages. First, the websites of all government agencies vested 
with the responsibilities to execute various old age pension programs provide basic information 
on the systems under their control, for example, the Social Security Office (http://www.sso.go.th), 
the Government Pension Fund Office (http://www.gpf.or.th), the Security Exchange Commission 
(http://www.thaipvd.com). For information on retirement mutual funds, one can go to the websites 
of associations of mutual fund management companies such as http://www.aimc.or.th, or http://www. 
thaimutualfund.com. For papers and articles in both Thai and English, see Sutthichai et al. (2002), 
Holzmann et al. (2002), Wiener (2002), Niwat (2005), Nawapom (2002) (in Thai), and Jiraporn 
(2002) (in Thai). 
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Chart 1: Trends in Old Age Population Ratio and Dependency of Old Age 
Population in Thailand 
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Source: Data from Jiraporn (2003), citing the National Economic and 
Social Development Board 


Based on the above situations, there have been numerous attempts in the 
last two decades to install old age security systems in Thailand. What have existed 
today can be said to consist of a mixture of old and new techniques or approaches to 
help the older people of Thailand to cope with their lives after retirement. In what 
follows, we will discuss five categories of old age security systems in operation in 
Thailand today, namely, 

(a) Old Age Pension in the Current Social Security System; 

(b) Pension Systems for Government State Enterprise Officials; 

(c) Private Sector Provident Fund System; 

(d) Retirement Mutual Fund System; 

(e) Other Old Age Pension System. 


THE ELDERLY AND THEIR SOCIAL PROTECTION | 445 
IN THAILAND 


(a) Old Age Pension in the Current Social Security System 


In Thailand the first state-supported old age pension system was established in 1892 
during the reign of King Rama the Fifth as part of the welfare provision for public 
servants (see Nawaporn 2002, p.299). In fact this was the only pension provision 
in the Thai society at that time, and had continued without any change or new 
scheme in place until almost a hundred years later in 1987 when the government 
sponsored private-sector provident funds system. The state’s welfare protection 
through the existence of this public-sector old age pension was so highly regarded 
and preferred that many people in the post-war, modern Thai economy would 
be willing to work for the government even when the salary structure was very 
low because the security in life after retirement was assured through this pension 
scheme. 


Change has to come about because as the country develops, the government 
or public sector becomes smaller, while the private sector becomes bigger. In most 
countries in the West, the development of the social security systems that provided 
welfare assistance to the older population who had retired from employment would 
be the norm, and in Thailand, this was also the case when the country adopted its 
first official Social Security System in 1991 that, by 2006, covers the following 
exigencies: 


¢ Sickness and injuries outside work 
¢ Maternity 

¢ Disability 

¢ Death 

¢ Child allowance 

* Old age 

¢ Unemployment 


We will only focus on old age security aspect of the present Social Security 
Act in this report. To begin with, it should be noted that this provision is for all 
those workers who work in the private-sector enterprises, which as of the end of 
March 2006 covered 8,351,946 members in 366,897 private enterprises (data from 
the Social Security Office at http://www.sso.go.th). Noted also that government 
officials and permanent employees of the government are not included in this 
group, but will be covered by another system for this groups of public sector 
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employees only (see later). And in order to receive benefits in the old age provision 
section, the workers or subscribers must have contributed to the Social Security 
Fund for not less than 180 months, and that person will have aged at least 55 years 
and no longer working.* In terms of contributions, workers and employers each 
will contribute 3 per cent of workers’ earnings (up to the ceiling of 15,000 baht 
per month), and the government add additional | per cent (all together 7 per cent).° 
However, if the contribution goes beyond 180 months, the contribution rate will 
increase by 1 percentage point every year. For benefits, this scheme is a defined 
benefit (DB) type of old age pension where a member retiree will receive a monthly 
pension at the rate of 15 per cent of the average salary of the last 60 months before 
retirement. For those who have contributed beyond 180 months, the pension rate 
will increase from 15 per cent to 25 per cent. 


The overall operations of the present social security system come under the 
responsibility of the Social Security Office, which was set up with an equivalent 
status as a department in the Ministry of Labour, with the Secretary General of 
the Office as its head. The overall policy direction of the Office comes under 
the jurisdiction of the Board of the SSO headed by the permanent secretary of 
the Ministry of Labour with members appointed or selected from various other 
organizations representing various types of workers. 


(b) Government Pension Fund (GPF) 


This pension scheme is in fact a continuation of the original government pension 
plan for public servants, but it has changed from Pillar 1 type of defined benefit 
pension scheme to Pillar 2 type of defined contribution pension scheme and 
operated under an equivalent of private sector provider but under government’s 
control. This change came as a result of the enactment of the Government Pension 
Fund Act of 1996. However, because the government allowed those public officials 
who were already employed before March 27, 1997, the date of operation of this 
new GPF scheme, to choose whether to switch to the new system or remain in 





5 Since this old age provision in the present social security system only started in 1999, it will be 


the year 2014 before the first retiree will receive the first pension under this scheme. 

® This is different from the contributions that cover the other four aspects of social security, namely, 
sickness or injuries out of work, maternity, disability, and death, which require a contribution rate 
of 1.5 per cent of wage or earning, and the contribution for unemployment coverage which requires 
0.5 per cent each from the worker and his employer, and 0.25 per cent from the government. 
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the old system, the government actually runs two parallel systems concurrently, 
that is to say, those who did not want to switch, would remain in the old, Pillar 1, 
PAYG-type of pension which will stay on until the last person retires (probably 
around 2037), and those who wanted to switch and all other new public officials 
will come under the new scheme. The government had designed a system that will 
adjust the transition from the old system to the new system for existing public 
officials to make it fair for them to do so.’ 


Under the new GPF scheme, public officials will contribute 3 per cent of 
their monthly salaries to the GPF, whereas the government will also add another 
3 per cent to the Fund in these public officials’ names. At retirement, these public 
officials will have a choice of receiving lump-sum gratuities or monthly pensions. 
Parts of these payments will come from government’s budget, but for those who 
have made contributions to the Fund will also receive benefits from the investment 
incomes of the Fund. Parts of these benefits will also receive special tax treatments 
(such as income tax exemptions for those who retire after 55 years of age and over 
after at least 25 years of service) under the present revenue code. 


This GPF is managed by a semi-public, semi-private organisation. The 
Government Pension Fund Office is set up and run like a private sector office, 
but its policy is controlled by the Board of the GPF under the chairmanship of 
the permanent secretary of the Ministry of Finance, with members selected from 
different groups of public services. Unlike the Social Security Office, the Secretary 
General of the GPF is not a government official, but a private employee, hired on 
contract by the government. 


(c) Private Sector Provident Fund (PVD) 


To help retirees in the private sector, the Thai government enacted the Provident 
Fund Act in 1987 with the minister of finance acting as officer in charge and the 
Fiscal Policy Office as registrar. Later the government decided to transfer the 
operations and control of this Provident Fund to the Securities and Exchange 





7 The strange thing is that private sector workers who come under the Social Security Act are 


“protected” by public welfare supports through the PAYG-typed pension system, whereas the public 
sector officials (civil servants) are now outside the welfare support of the government as they were 
traditionally treated, but (for the new public servants anyway) were “forced” into the new system 
which is of defined-contribution type and individual account, where the risks will be undertaken by 
these public servants themselves through management of professional fund managers. 
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Commission of Thailand because this agency also had the responsibility of looking 
after the operations of mutual funds and personal funds. Subsequently amendments 
in the above Provident Fund Act and the Securities and Exchange Commission Act 
of 1992 had resulted in new provisions in these two acts in 1999 which are in force 
today. 


This Provident Fund scheme is one of Pillar 3, privately managed, voluntary 
savings, defined contribution type of pension scheme. At the end of 2005, there 
were 542 funds in existence. Each fund comes under monitoring and control of 
a fund committee which is comprised of representatives from the employer and 
employees. The fund committee then chooses fund manager to manage this fund 
under general regulations set up by the Securities and Exchange Commission 
(SEC) of Thailand. 


Employees’ contributions must be at least 3 per cent of wages but not 
exceed 15 per cent. Employer’s contributions must not be less than employees’ 
contributions. As of the end of 2005, there were 542 provident funds in existence, 
covering 1,665,709 employees in 5,342 business enterprises, and with the total 
value of funds estimated at 345,896 million baht.’ In terms of benefits, the 
employees will receive lump-sum payments at the time of their resignation or 
retirement. These payments will be tax exempted on the part of employees, and 
tax deductible on the part of employer. 


(d) Retirement Mutual Funds (RMF) 


This Pillar 3 voluntary pension scheme is the latest addition to the old age pension 
schemes of Thailand. It aims to provide a means of voluntary retirement savings 
to employees who are not in the Provident Fund, or who want to make additional 
contributions. Investors are free to choose different packages of investment with 
different risk and return profiles, but they are not allowed to withdraw these funds 
before reaching the retirement age of 55 without tax penalty. As for tax privileges 
under this voluntary old age savings scheme, the three Es (EEE) benefits are given. 
The first E is for the contributions to the funds to be tax deductible up to a limit 
of 300,000 baht per annum. The second E is for the investment income to be 
exempted from tax. And the third E is for the retirement benefits payable from the 





8 Information from the SEC of Thailand at http://www.sec.or.th. 
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fund not to be taxed as income to beneficiaries. But to be able to benefit from the 
above tax privileges, the investor must invest in the RMF at least once a year for 
5 years with at least 3 per cent of the earnings or at least 5,000 baht whichever 
is lower, and will not sell or redeem these savings before the age of 55, after 
maintaining these savings for at least 5 years. 


(e) Other Old Age Pension Systems 


Apart from the four major types of old age pension systems discussed above, 
there are few other old age pension systems that can be considered a subset of the 
above systems. For example, the Private Teachers’ Provident Fund system is the 
mandatory, defined contributions for teachers of private schools under the Private 
School Act. The current contributions rates are 3 per cent of salaries from teachers, 
3 per cent from school owners, and 6 per cent from the government. These private 
school teachers will receive payment in lump sum when they resign from their 
employment after 5 years of service. At the end of 2004, there were 127,034 teachers 
in 7,688 private schools with a fund size of 7,718 million baht managed by the 
Ministry of Education. (Niwat 2004, p. 9). Most of present government enterprises’ 
workers are also covered by the Provident Fund Act of 1987 and will receive 
lump sum payments upon retirement. The government permanent employees (not 
government public officials) also come under this Provident Fund provision. 


Issues and Problems Concerning the Current Old Age Pension Systems 


On the face of it, it seems that the old age pension systems of Thailand are fairly well 
developed, with all the three pillars of old age pension in operation. However, the 
overall operations of Thailand’s old age pension systems are not without problems. 
The following are some of the problems that we have seen mentioned or discussed 
by several experts or practitioners of old age pension systems of Thailand. 


(a) The Survivability of the PAYG DB System 


Although the full old age pension provision under the present Social Security 
scheme will not become fully functioning until 2014, it is quite obvious that 
the system will be facing problems as seen from the experiences of other more 
developed countries such as Japan. At first when only establishments with 20 or 
more employees would be covered, the problems appeared to be small, but when 
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the government decided to cover all enterprises with at least one employee, the 
severity of the problems has increased many fold. The existing retirement age of 
55 is certain to create a lot of pressure on the financial adequacy of the system 
based on the increase longevity of the Thai people. The replacement rate or the 
rate at which retirees will receive their pension as a percentage of income before 
retirement can also pose a question if social or economic pressure in the future 
forces an unsustainable increase in this replacement rate. 


Several experts have commented on the old age pension under the current 
social security system. Funke and Stadtmann (2001, p.5), for example, raised 
concern about the weaknesses inherent in the old pension system. Three problem 
areas can be pointed out: (1) civil service salaries were constrained to levels that 
that were inadequate in many respects, which decreased the quality of the civil 
service applicants and provided incentives for creating side incomes, including 
corruption. (2) Pension obligations were being considered only within the context 
of the annual budget, as they were calculated each year, without providing for any 
reserve for future increases, thus undercutting the prudent fiscal administration the 
Thai government sought to pursue. And (3) future pension obligations as a ratio to 
annual government expenditures were rising, jeopardising guaranteed benefits for 
pensioners and government officials in active service alike. Holzmann, Mac Arthur, 
and Sin (2001) also commented on the potential weakness of the present system. 


(b) The Lack of Savings Mechanisms for Old Age 


There exist two kinds of problems simultaneously involving individual savings 
for old age in Thailand. One is the general low income of a large number of the 
Thai people who do not have enough savings even for short-term exigencies let 
alone old age security. In this case, the government may still have to keep the basic 
pension plan that provides old age security as a matter of redistribution. The other 
is that there are some limitations today on the current old age security systems that 
hinder greater flexibility in savings mobilisation. For example, under the GPF and 
PVD, members cannot contribute more than 3 per cent and 15 per cent of their 
earnings, respectively. Currently, there is also a ceiling of eligible income in the 
basic pension plan. And although the intention of most old age pension funds is to 
keep the funds uninterrupted until retirement age, which should be appropriately 
high enough to reflect the improvement in health situations and increase in life 
expectancy, there are tendencies and possibilities that these funds may be withdrawn 
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earlier. Moreover, when the time comes to draw out the savings fund either as a 
lump sum payment or a pension, there are no appropriate mechanisms that help 
roll over the funds for those who still have no needs for them, which could, of 
course, help further increase domestic savings. Or there is no mechanism that helps 
workers transfer their pension plans from one scheme to another in case of changes 
in employment. All these have adverse effects on national savings as a whole. 


(c) Investment Problems in the Defined Contributions Old Age Systems 


So far we have said little about what we should do with the savings of workers 
in the forms of contributions that they themselves, and their employers and the 
government, have paid to the pension funds. This is another large area that requires 
expertise from financial analysts to address and tackle. It suffices to say here that 
either the government or the fund managers have to maintain appropriate balance 
between profitability and the risk of the invested funds. Too cautious investment 
policy would bring in little returns, which hurts the viability of the scheme and 
reduces the welfare of the subscribers. But too risky investment policy could 
jeopardise the future security of the members. The risk may also exist, not between 
any sets of investment opportunities, but between the price stability now and the 
inflation instability in the future. A popular and well-accepted way to invest the 
funds is to diversify investment sources, with varying degrees of maturity. 


There normally is a subtle difference between the mentality toward 
investment risks of policy makers and/or fund managers in the public sector and 
private sector. As a rule, responsible people in the public sector tend to be more 
cautious and more conservative towards risk, whereas the same people in the 
private sector tend to have more “aggressive” attitude towards risk taking. In the 
latter case, their future employment contracts may depend on the success of their 
performances (probably measured in terms of the profitability of the investment 
of the reserve funds), whereas the job security of, say, the secretary general of 
the government pension scheme is not in danger if he opts to be careful with 
his reserve fund investment. The case in point is the desire to invest overseas of 
the Director of the Government Pension Fund Scheme of Thailand, a privately 
contracted employee working under the official policy board representing the 
government. This desire was based on the fact that the investment opportunities 
in the local market in Thailand were quite limited, so that not much profit could 
be made in the domestic setting. Contrary to the belief that investment market 
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outside Thailand can be dangerous and risky, the opposite may be true because the 
financial and capital market in developed countries have matured and are likely to 
be even more stable than local markets.’ 


Tables | and 2 show how pension reserve funds are being invested in 
Thailand. It is clear that for the SSF and GPF, the established rule is to go for 
government bonds and state enterprises bonds guaranteed by the Ministry of 
Finance. This constitutes more than half of the overall share of total investment. 
For private sector PVD, government bonds constitute less than a third of its total 
investment share. The private sector fund managers are more inclined to put their 
money in commercial bank deposits, debt instruments issued by commercial 
banks and other private financial institutions, and even common stocks and mutual 
funds.'° 





° The conservativeness of the Thai government investment policy on its social security investment 


can be seen in the Ministry of Finance Ministerial Regulation No.4 (B.E. 2539) prohibits GPF to 
acquire foreign assets. In the main, the investment policy of the GPF is determined by the Board of 
Directors under general rules provided in the above said Ministerial Regulation. As an indication of 
how careful the drafters of this Regulation thought about the “soundness” of investment, 60 per cent 
of the Fund’s assets must be invested in “secure assets” which are defined to include: 


* Cash 

¢ Bank deposits (guaranteed by the government through the Financial Institution Development 
Fund (FIDF) 

* Government bonds 

¢ Treasury bills 

* Bonds issued by the Bank of Thailand 

¢ Fixed income instruments issued by a state owned enterprise, banks, or reputable companies, 
and those guaranteed by the Ministry of Finance. 


No more than 40 per cent of the total amount of the Funds may be held in the following assets: 


* Fixed income instruments other than those defined as secure assets, 
¢ Shares or certificates showing the right to by shares, 

¢ Bills of exchange accepted by a finance company or a bank, and 

« “alternative investments” if approved by the Board of Directors. 


Moreover, not more than 10 per cent of total assets are to be held in equities and no more than 2 
per cent of the total assets are to be held in the shares of one single company. 


It was found that there was a low correlation between returns to assets within the country and 
outside it, meaning that the risks from investing in both markets can be appropriately spread. 
Secondly, the size of the government pension reserves are too large for domestic capital market and 
can destabilise it. Therefore, there are reasons for them to go out. 

'0 Tt appears now that with persistent explanations based on sound reasoning and empirical 
experience, the fiscal authorities of Thailand are now convinced that investing overseas in fine, and 
they will gradually authorise this action on government pension funds. 
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Table 1: The Size of Different Old Age Pension Funds 
Subject Invested Fund Invested Fund _ Rate of Change 

1° Q, 2005 24 Q, 2005 (%) 
1. Social Security Fund 282,900 302,821 7.04 
- 4 coverages: sickness, disability, maternity 104,822 48,661 53.58 

and death 

- 2 coverages: child allowance and old age 171,422 245,407 43.16 
- | coverage: unemployment 6,656 8,753 31.51 
2. Government Pension Fund 255,990 268,703 4.97 
3. Provident Funds 311,187 319,437 2.65 
4. Retirement Mutual Funds 12,893 13,212 2.47 
Total 862,970 904,173 4.77 





Source: Fiscal Policy Office, Ministry of Finance 


Table 2: The Size and Type of Old Age Pension Funds’ Investments 





Ss 


Subject 


. Government bonds and 


State Enterprises Debt 
Instruments guaranteed by 
Ministry of Finance 


. Deposits and Debt 


Instruments issued by 
commercial banks 


. Debt instruments of the 


private sector and other 
financial institutions 


. Common stocks and mutual 


funds 


Other investment and assets 


Total 


SSF 


176,319 


60,187 


41,014 


25,300 


302,821 


% 


58.23 


19.88 


13.54 


8.35 


0 


100 


GPF 


137,824 


41,962 


43,024 


48,650 


2,757 


268,703 


% 


51.29 


15.62 


16.01 


18.11 


—1.03 


100 


PVD 


93,718 


120,093 


62,831 


41,669 


1,126 


319,437 


% 


29.34 


19.67 


13.04 


0.35 


100 


Average 
% 


46.29 


24.36 


16.41 


13.17 


0.22 


100 





Source: Fiscal Policy Office, Ministry of Finance 
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Reform Plan of Old Age Pension System in Thailand 


As a result of several concerted efforts both within the country itself and from 


outside international financial or economic organisations such as the World Bank, 


the Asian Development Bank, the International Labour Office, and the Organisation 


for Economic Cooperation and Development (OECD), Thailand is on the way to 


create a major reform to its old age pension systems. But the journey so far was not 


without pitfalls and obstacles. Many teams of experts have been invited to come to 


Thailand to study the possibilities of old age reforms in the last decade or so, and 


many proposals for reform have been tabled. The agreements are hard to come by 


for at least three reasons: 


(a) 


(b) 


There are many people and organisations involved in the handling 
of old age pension plans in Thailand, with different objectives and 
purposes. Each would try to protect its own self-interest and pursue its 
own goals. Often these come into conflict with those of other agencies 
or organisations, resulting the slowing down of needed reform. 


Decision making in the Thai public sector is usually carried out 
collectively through committee system. It is usually the case that 
committee members representing certain interest groups or organisations 
will not agree quickly with committee decision if such decision has a 
negative impact on their positions. They would try to stall the collective 
decision for fear that their superiors whom they represent might not 
agree to it. Delays occur until people at the top at each agency have a 
chance to protect the agencies’ positions. 


( c) Foreign experts are often criticised for not knowing the true situations in 


Thailand, and their views and recommendations are often dismissed as 
not relevant or incorrect. The situation is a reverse from what happened 
30 to 40 years ago when foreign experts tended to be arrogant because 
no local views challenged them. The opposite is likely to true today 
when local high-ranking officials are too arrogant to accept the views 
of foreign experts (and often local experts also) easily. 


We want to refer to just one example of the recommendations by one 


foreign expert sent by the Asian Development Bank in 2001 to help Thailand plan 


for its old age pension reform. Michell Wiener (2002) visited Thailand several 


times to conduct his research on old age pension reform, and to convince the Thai 
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authorities on the practicability and soundness of his study and recommendations. 
It was not an easy assignment, and a lot can still be changed in today’s plan. 


Wiener’s detailed plan will not be discussed here, but we can make some 
comparisons between his plan and those of other study groups or expert groups.!' 
Because of the almost uniform or identical recommendation for the Thai authorities 
to improve the existing basic Pillar | pension system, and to expand or strengthen 
Pillar 2 pension system, the Thai authorities have become more confident that 
they have the correct lead. The Fiscal Policy Office in the Ministry of Finance in 
the Thai government which is vested with the responsibility to plan this new old 
age pension reform, now has in its hand a blueprint or design for the new old age 
pension plan for Thailand that is called the National Pension Fund (NPF). 


The Fiscal Policy Office continues to receive technical assistance from the 
ADB in the form of the service of a pension reform and actuarial expert who, 
in March 2006, has already prepared an Inception Report on Thailand’s Pension 
System Reform as requested by the Office. Three policy issues have been set 
up and debated. They are: (1) the rationale for the National Pension Fund of the 
government; (2) the analysis of old age social security fund, and (3) the analysis 
of the NPF. 


(1) The Rationale for the Establishment of the NPF 


This is mainly to prevent the majority of the Thai population to fall into poverty after 
their retirement from work, to maintain standard of living that is not too different 
from the time they are still in the active workforce, to regulate the movement 
or turnover of retired people who can retire with dignity and satisfaction; and 
to increase long-term savings of the country and the development of its capital 
market. 


‘| There are at least two more expert groups that were requested to conduct studies on old age 
pension reforms in Thailand. One was by a private consulting company, Deloitte and Touche in 1999, 
and the ILO in 2003. 
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(2) The analysis of the existing Old Age Pension scheme in the Social Security 
System 


It was revealed that in the future the burden of the fund will be twice that of 
the contributions due to the ageing population, falling birth rate, and the low 
retirement age of 55 (which is reputed to be the lowest in the world compared 
to the usual 62 to 65 years of age). In that connection, it is suggested that there 
should be a separation between the management of short-term benefit pension 
fund and long-term benefit pension fund, with different benefit rates, and different 
investment strategies for these different funds. 


(3) The analysis of the National Pension Fund. 
The Office has agreed with the ADB expert in the following recommendations: 


3.1. On Coverage: The new scheme should start with the enterprises with 
100 workers and over first in 2008, and continuously expand to cover 
enterprises with one worker in 2018. 


3.2 On Contribution Rates: The rate of 3 per cent each from employees 
and employers is appropriate at the beginning, and will be increased 
gradually as the Government Pension Fund is amalgamated with the 
Old Age Pension plan in the current Social Security system so that at 
the end the benefit from the new program is about 50 per cent of the 
last month’s salary. 


3.3 Retirement Age: 60 is the recommended retirement age at the start, 
and should be increased in the future. 


3.4 Benefit structures: Benefits should be annuitised at the replacement 
rate of 50 per cent as mentioned above. Beyond that amount, retirees 
can choose to accept an annuity or a lump sum payment to make sure 
that they have sufficient income for the rest of their lives. 


3.5 Tax Treatments: The usual position of the Fiscal Policy Office is to 
support the three tax exemptions regime (EEE), that is, exemption 
on contribution, on investment income, and on income benefits after 
retirement, but according to the view of the ADB expert, the last 
benefit should be abolished. 


3.6 


3.7 


3.8 


3.9 


3.10 


3.11 


3.12 


3.13 


3.14 
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Transition from PVD: Those employees and employers who have 
already contributed 3 per cent of workers’ earnings to the fund 
should not have to make additional contributions, and this part will 
be regarded as part of compulsory pension plan, to be separate from 
voluntary plan. 


Policy Making Structure of the NPF: the National Saving for Old Age 
Committee will be set up with the prime minister as its head. 


Operating Agency: the National Pension Fund Office will be set up to 
manage and oversee the operations of this new scheme. 


Structure of New Pension Act: It should have a similar structure as 
the Provident Fund Act, with a new concept of trust and trustee to be 
introduced to fund managers. 


Management Practice: There will be a consideration on the pros and 
cons of centralised and decentralised approaches to managing the new 
scheme on database issues and contribution collection techniques 


Transfer of Workers and Accounts: Transfers between government 
services and private sector accounts should allowed, and new 
regulations set up to smooth out the change from one account to the 
other. 


Risk Assurance: A risk assurance system will be installed to make 
sure that the management and investment of pension reserve fund are 
carried out properly. 

Investment Principles: The fund will be invested based on the principles 
of safety, liquidity, and investment spread. Overseas investment will 
be considered based on security, safety and size of returns. 

Team of Experts: Domestic experts or personnel will be recruited to 
help bring this scheme out in 2007. 
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4, Summary, Conclusion and Policy Implications 


We begin this paper by asserting that the degree of state involvements in the 
provision of social welfare may vary according to the type and character of the 
government in power at any one time. A libertarian government would allow the 
market to play its full role with as little state intervention as possible. On the 
contrary, a collectivist government would control and direct all economic decision 
making units in the economy, whereas a liberal government is more likely to mix 
the best parts of the two systems above. It is safe to say that most governments in 
the world today is of this liberal type, and the provision for social welfare in the 
form of social security can be regarded as a usual norm. As for old age security 
in the form of old age pension system, not all countries are having it, or they may 
have it but need some kinds of reforms. We have shown that there are several 
attempts in Thailand in the aftermath of the economic crisis in 1997 to install a 
certain system of social protection in addition to the employment-related social 
security system and state-subsidised health care programs, but the coverage of this 
social protection in Thailand is still quite thin. 


On the matters of policy recommendation, Barr suggests that countries 
with mature PAYG systems which face population aging should adopt policies 
that increase output and reduce the generosity of the PAYG pensions. For countries 
with large, unsustainable PAYG systems, they must reduce benefits, increase 
contributions, or a mix of the two. For countries with very limited capacity, the 
focus should be on poverty relief rather than public pension, which should be in 
the realm of the private sector. Thai system does not fall neatly into any system 
mentioned above, but the message is clear: the government cannot afford to be 
too generous about its future old age pension plan. As a developing economy, 
the retirees cannot expect to enjoy life after retirement the same way found in 
more developed economies. The risks of financial sustainability may dictate that 
the fully funded system may dominate over the basic defined benefits system. 
People may be required to work longer and contribute more to the system. This is 
necessary if we are to have a safe and strong old age pension system. 


More specifically, no one would disagree with the National Pension Fund 
proposed by the Thai government, to be launched in Thailand probably in 2006. 
But true to the spirit of the conditions mentioned earlier, the agreed retirement age 
presently set at 55 is certainly too early. It should be extended to 60 and finally 
to 65 at the minimum. As recommended by Michell Wiener, an ADB expert, the 
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agreed system by the Thai government is already a multi-pillar pension system 
for all salaried workers, government workers, and state enterprise workers with 
mandatory contribution system to supplement the existing basic old age pension 
system and the voluntary provident funds scheme. Further recommendations 
include bringing the basic pension system back into balance by increasing the 
contribution rate, decreasing the accrual rate, and increasing the retirement age. 
To be exact, contribution rates of 7.4 per cent for basic or solidarity system, and 
6 per cent for defined contribution or accumulation system will be recommended, 
split evenly between employers and employees. Basic old age pension retirement 
age should be increased to 65 over time, and the accrual rate of benefits on an 
annual basis is decreased immediately to 0.8 per cent. To Wiener, this would 
produce a target replacement rate of about 55 per cent of the system as a whole. 


In all, there seems to be little disagreements among experts who have 
worked on old age pension system for Thailand. The problems often lie in the 
personalities of high-ranking officials in various government agencies that have 
stakes in the new old age pension funds. This could be corrected by allowing more 
people to join the decision making process, and keep the general public as much 
informed as possible. In the end, Thailand could have a viable and satisfactory old 
age security system that everyone enjoys. 
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ELEVEN 





A REFLECTION ON 
THE FUTURE OF THAILAND’S CAPITAL MARKET’ 


Medhi Krongkaew™ 


1. Introduction: A Grand Development Theory 


To ask someone, like myself, who has never bought or sold a share in his life, to 
write about the future of the Thai capital market can be considered quite ridiculous. 
But, as a professor of economics, | think I have enough economics background 
to evaluate the current state of the Thai capital market and, perhaps, to suggest 
something that can be used to improve its future operations. 


I would like to begin with what I would call A Grand Development Theory 
which can be used to explain the development of an economy as a whole as well 
as the development of some smaller segments of the economy such as the its 
capital market. In a usual economics of development course we are taught that 
a country develops by increasing its productive capacity either by itself or with 
help of outsiders through more efficient use of its resources and new inventions 
or technical innovations. This productive capacity can be further enhanced by 
cross-border trade based on the principles of comparative advantage and factor 
abundance whereby different countries or economies specialize in the production 
of goods that they can do better than others in terms of more cost-effective resource 
use and/or their factors of production are more abundant. The trade in goods will, 





Background paper prepared for the Class Report of the Capital Market Academy (CMA) Class 
12, July 2010. 


“Member of CMA Class 12. 
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in time, extend to the trade in services and freer cross-border flows of people 
(labour) and money (capital). Eventually all countries and economies, if and when 
they are allowed to transact freely with one another, will converge to the same 
state of development, just like different water tanks with connecting pipes will 
eventually have the same water level. Of course, no one can say when or how long 
this development convergence will take place. This is why we need to turn to the 
study of development economics to speed up such convergence. 


As far as economics of development goes, a developing economy needs 
to fill many development gaps in order to grow economically. Two of such gaps 
are the saving gap and the foreign exchange gap. Adequate rudimentary domestic 
savings 1s needed first in order to provide necessary domestic capital accumulation 
or investment for future growth, and later adequate foreign exchange may be needed 
if development goods and technology must be imported from foreign countries. 
Once these two basic development gaps are filled, and the economy has attained a 
reasonable level of growth, different development requirements may be in order. 
These may include more sophisticated domestic savings in the forms of stock and 
bond market, as well as foreign direct investment and equities investment in the 
local stock market by foreigners. 


It should be noted that development process in most developing economies 
starts with production in the real sector especially production of goods that are 
formerly imported from overseas. This so-called import-substitution phase of 
industrialization gave rise to a subsequent phase of export promotion of traditional 
(usually agricultural) commodities, while at the same time the country is gradually 
being transformed into a newly industrializing economy with new manufactured 
products for export. In this manner, economic development is a process whereby 
developing economies are trying to catch up with developed economies that have 
gone before them. And this catching up does not stop only at the real economic 
sector; it has gone over to the financial sector as well. Whereas in a mature or 
developed economy, the capital market can take many forms, with different 
investment products for the lenders and borrowers, these patterns of development 
are also being replicated in developing economies. It is the success of this capital 
market catching up (or lack of it) that defines the concern of this paper. 
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2. Thai Capital Market in Internal and International Perspectives 

According to the Capital Market Development Committee (CMDC, 2009) who 
were tasked by the government to prepare a 5-year Capital Market Development 
Master Plan which was completed in November 2009, the status of the Thai capital 
market compared to that of commercial banks has improved a great deal in the 
last several years. It was shown that at the end of 2007, the combined value of 
outstanding stocks and bonds in the Thai stock and bond markets amount to twice 
the value of outstanding debts of commercial banks. The volume of trade also 
increases substantially in the last few years for both markets. For example, in the 
first seven months of 2009, the volume of trade in the Thai stock market averaged 
about 15,000 million baht per day, while the volume of trade in the Thai bond 
market was much higher at 66,000 million baht per day. 

Nevertheless, these levels of activities still pale by comparison with the 
situations in the neighbouring countries. The CMDC has summarised current 
problems facing the Thai capital market as follows: 

On capital mobilization 


(a) There are limited numbers of institutional investors who invest in stocks 
both in volume and value; 


(b) The share of total value of stocks to GDP is small when compared with 
similar situations in neighbouring markets; 


(c) The base of individual investors is small with very limited active accounts; 
(d) The business sector has limited capacity to issue bonds and debentures. 
On stock allocation 


(a) the cost of stock transaction in Thailand is still high by international 
standards; 


(b) The access into the Thai stock market is low and unequal; 
(c) Investment products in the Thai capital market lack diversities; 


(d) The share of ownership of the private sector in the bond market is low 
and sluggish. 


On Monitoring and Supervision 


The enforcement of law is slow, cumbersome, and time-consuming. 
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What worries the capital market authority of Thailand even more is the slip in 
international position and competitiveness of the Thai capital market. Information 
provided by Paiboon (2011) has shown that as of March 2010, the size of the Thai 
stock market expressed as an index in the MSCI Emerging Markets is only 1.4 
compared to the leader, China, at 18.1, Brazil at 16.7, and South Korea at 12.7. 
Stock market capitalization to GDP for Thailand in February 2011 was 88.8 per 
cent compared to 180 per cent for Malaysia and almost 300 per cent for Singapore. 
In 8 years from 2002 to 2010, the number of listed companies in the Thai stock 
market increased from 398 to 541 or about 36 per cent while the number of listed 
companies in China for the same period increased from 1,223 to 2,063 or about 
69 per cent, or in South Korea from 683 to 1,798 or about 163 per cent. And so 
on. These worries are urgent enough for the Thai stock market authority and the 
government to set up a Capital Market Development Committee to oversee the 
drafting of a master plan for the reform of the Thai capital market covering the 5 
years period from 2009 to 2013. 


3. Official Plan for Capital Market Development and Its Critique 


As shown in Table 1, the Thai authority has a good plan to cope with the existing 
problems facing the Thai capital market. In this paper, I will not discuss the details 
of this plan but will assume that the readers are already familiar with it (or at least 
will find an outside opportunity to study this plan before continuing on). Instead 
I will raise three issues concerning the propriety or appropriateness of this plan 
to solve the problems of the Thai capital market. These three issues are on what 
I would call the three defects in the understanding of the true nature of the Thai 
capital market. They are defects in the economic and social environment, defects 
in the capital market incentive system, and defects in the legal procedure and 
enforcement. 
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Table 1: Vision Statement, Mission Statement, and Policy Measures of the Capital 
Market Development Master Plan, 2009-2013. 





Vision: 





Thai capital market is the major mechanism in organizing, allocating, and monitoring 
the use of economic resources for the highest benefits in the development of the 
potential and competitiveness of the country 





Mission: 





1. To facilitate easy and widespread access to the capital market for borrowers and 
lenders; 

2. To develop quality and diversity of investment products and services; 

3. To reduce the cost of fund and intermediary and transaction costs leading to greater 
competitiveness of Thai business; 

4. To establish efficient infrastructure in laws, regulations, taxes, accounting, data, 
technology, and oversight duties; 

5. To enable investors to acquire suitable market knowledge and receive adequate 
protection; 

6. To promote competition in the Thai capital market and linkages with international 
markets. 





Policy Measures 





Measure 1 Abolish the monopoly and improve competitiveness of the Stock Exchange 
of Thailand (SET) by demutualising the present SET into a public joint-stock 
company; separating the function of securities management from capital 
market development; setting up the Capital Market Development Fund 
(CMDF); providing open access for non-members to buy and sell listed 
stocks outside the market. 


Measure 2 Liberalise and increase efficiency of securities business by lifting the control 
on the number of trading licenses and the control on trading commission. 


Measure 3 Reform legal framework which includes pushing for the passage of civil 
penalty, class action lawsuits, amending of Civil and Commercial Code 
and other laws for the greater efficiency in the enforcement of Securities 
Exchange Law. 


Measure 4 Streamline tax system for the development of the Thai capital market, 
improve neutrality in various tax collections. 
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Table 1: Vision Statement, Mission Statement, and Policy Measures of the Capital 
Market Development Master Plan, 2009-2013. (cont.) 





Policy Measures 





Measure 5 Develop financial products that lead to development of new products to 
increase the variety of investment instruments which will further help 
develop the market. 


Measure 6 Establish a National Savings Fund to institutionalize savings for retirement, 
and ensure that the informal sector workers are provided with some income 
after retirement. 


Measure 7 Create a culture of investment through long-term savings with greater 
employee’s choice. 


Measure 8 Develop domestic bond market to improve the government’s cash 
management, and study alternatives of amending laws relating treasury 
reserves so that the government can issue treasury bills more efficiently. 





Source: The Capital Market Development Master Plan, 2009-2013 


(a) Defects in economic and social environment 


The Thai authority has overlooked one of the most important, if not the most 
important, factors causing the unsustainable development of the Thai economy. 
This factor is the state of high and persistent income inequality among the Thai 
people. As I have shown elsewhere (Medhi, 2004), the economic development 
process in Thailand in the last four decades have brought about high and persistent 
income inequality as mentioned above. This is evident in Table 2 which show 
the Gini coefficients of income inequality in Thailand from mid-1970s to late 
2000s. The Gini ratio around 0.5 is considered a grave inequality unmatched by 
many countries of similar level of economic development around the world. In 
fact Thailand can be called one of the most inequitable countries in the world. 
Among countries in East Asia, only the Philippines has shown a greater degree 
of income inequality (which of course can be explained by its historical legacy, 
social structures, and religious practice). Table 1 also shows another information 
on this drastic income inequality by dividing the Thai population into five groups 
or equal size (quintile) and counting the relative share of the total income of each 
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Table 2: Income Inequality in Thailand 











Ginilndex  Quintile 1 Quintile 2 Quintile 3 Quintile4 § Quintile 5 ae 

Series (a) 

962/63 0.563 

968/69 0.555 

975/76 0.605 
Series (b) 

975/76 0.426 6.0 9.7 14.0 21.0 49.2 8.1 

981 0.442 5.5 9.3 13.7 21.1 50.4 9.2 

986 0.496 4.5 4.9 12.3 20.3 55.0 12.2 

988 0.489 4.6 8.0 12.4 20.6 54.5 11.9 

990 0.515 43 TS 11.7 19.5 57.0 13.2 

992 0.536 4.0 71 11.1 18.8 59.1 14.9 

994 0.521 4.0 7.3 11,7 19.7 57.2. 14.2 

996 0.516 4.1 715 11.8 19.9 56.7 13.8 

998 0.509 4.2 RT 11.9 19.8 56.3 13.3 

999 0.531 3.8 7A 11.4 19.4 58.2 15,2 
2000 0.525 3.9 7.2 11.4 19.7 57.8 14.9 
2002 0.505 43 7.8 12.1 20.0 55.8 13.0 
2004 0.493 4.5 8.0 12.4 20.2 54.9 12.1 
2006 0.515 3.8 Vd 12.1 20.1 56.3 14.7 
2008 0.490 





Note: Gini coefficients in Series (a) are derived from Medhi (1980). Figures from 1975/76 
to 2001 are from Somchai and Jiraporn (2001). Figures for 2002 


group. One can see the stark comparison between the first (poorest) quintile and 
the fifth (richest) quintile. For example, in 2006, the top (richest) quintile owns 
56.3 per cent of the total income, whereas the bottom (poorest) quintile owns only 
3.8 per cent of the total income, so that the top/bottom ratio is about 14.7, that is 
the richest quintile has 14.7 times higher income than the poorest quintile. This 
income inequality changed little from year to year in the last 30 years or so. In fact, 
the income distribution in Thailand exhibits a classic Kuznets-curve phenomenon, 
that is income inequality increases as the country develops. 
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Chart 1: Income Share by Quintile of Thai Population 





A defect in economic and social environment like this is not conducive 
to the operations of many economic policies including the capital market policy. 
Only a few groups of rich people will be qualified to be interested in the stock 
market, and their behaviour in the stock market could even be detrimental to its 
future development (say, if they are more interested in speculative outcome of 
their investment rather than genuine interest in the long-term result). The advent 
of the 1997 economic crisis in Thailand could be a case in point where the crisis 
was brought about by careless behaviour of a small group of ‘the new rich’ in the 
financial and property sectors. As long as this inequality problem is left unsolved 
or unattended to by the government, there is little prospect that other problems in 
the economy could be solved as this inequality is a critical root cause of all other 
economic and social difficulties.! 





' One can say political problems as well, as we have heard the use of the word “Ammart” and 


“Prai” to represent injustice in the economic and social system. 
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(b) Defects in the incentive system 


By this we mean the incentive system in the present capital market. The inequality 
problems expressed above have been exacerbated by various preferential treatments 
of income earned from capital market activities. For example, capital gains profit 
from the sale of stocks in the SET is exempted from income tax no matter how 
large this profit will be. Even the tax on dividend from stock market activities is 
capped at 15 per cent whereas the ordinary income of ordinary salary workers may 
face the marginal tax rate of 37 per cent if his or her income is high enough to 
trigger that rate. This tax distortion reminds one of the ‘infant industry’ argument 
for early industrialization where protective tax is levied on competing import 
so that domestic industry could have a head start. But more clever economies 
move away from this episode of industrial protection quickly so that the countries 
become more efficient and competitive. Many less clever economies remained 
bogged down in this industrial protection with serious consequences. The question 
is not whether the protection is necessary (it is), but how long this protection is 
given. The largesse of capital gains exemption has been given for the last 35 years 
of the Thai stock market. Consider how damaging this provision has done to the 
overall, sustainable future of the Thai capital market. 


(c) Defects in the legal procedure and enforcement 


Little needs be said on this. Legal procedures in Thailand are arcane and labourious, 
and ill-prepared to work in the present competitive world. Without proper reform 
in the legal procedures and enforcement in the realm of capital market activities 
(fraud, insider trading, self-dealing, transfer pricing, stock dilution, and so on), it 
is difficult to create deterrence on the possible wrongdoers which, in turn, hurt the 
future operations of the Thai capital market. 


4. What Needs to Be Done? 


In this short paper, I tried to address the importance of capital market in the 
economic development of Thailand. Admittedly, I did not do much in terms of 
discussing the theoretical underpinning of the role of capital market in economic 
growth and development. I just want to say here at the conclusion that there is 
indeed large literature concerning the said topic (such as Stiglitz (1989) who argued 
that stock market is not that important to the development of LDCs, or Begaert 


472 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


Table 3: The Market Development and Economic Growth 





Stock Market Development Measures Rank Correlation 
Number of stocks 412 
Market capitalisation 341 
Value traded 335 
Turnover ratio (value trade divided by market capitalization) 203 
Market capitalization/GDP 249 
Value traded/GDP 360 





Source: Bekaert and Harvey (1997), p. 19. 


and Harvey (1997), and Begaert, Harvey and Lundblad (2003), who vouched for 
the greater role of capital market development in LDCs). The only advice I would 
like to make (as an academic) is that there is no such thing as all good or all bad. 
Positive and negative elements exist in all things. A clever policy is how to make 
a best use of it. 


The development of capital market in Thailand can be a part of this. We can 
improve on it if we are careful not to be overwhelmed by a pre-conceived notion 
that the development of the capital market as suggested in the Master Plan is a must 
and cannot be done in any other ways. Perhaps, we could help by re-evaluating 
the proposals and measures in the Plan, suggest some changes along the ways that 
avoid the defects I mentioned above, reconsider the necessity of borrowing more 
than 300 million dollars from the ADB to implement the objectives of this plan, 
suggest any other ways that we have hitherto overlooked in the normal operations of 
the capital market by comparing with the situations in the neighbouring countries, 
and so on. This is only a beginning of a good endeavour. 
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THE PROMISE OF THAILAND’S NEW HIGHER EDUCATION 
FINANCING SYSTEM: THE THAILAND INCOME 
CONTINGENT AND ALLOWANCE LOAN (TICAL) SCHEME* 


Medhi Krongkaew™ 


1. Introduction: Existing Situations and the Need for Change 

When the first university was set up in Thailand at Chulalongkorn University almost 
90 years ago (in 1916), the main purpose was to train selected people to work as 
officials in the king’s royal administration. As such, the first batches of students 
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the Workshop on Higher Education Reforms organised by the World Bank, the British Council, and 
the Office of Higher Education, Ministry of Education of the government of Thailand, at the Century 
Park Hotel in Bangkok, April 27-30, 2004. 
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were normally offspring of former or existing officials, or someone nominated 
by these officials or other members of the court. It was an elitist approach to 
higher education which effectively served the purpose of preparing personnel 
to run a rapidly modernising country. The costs of this higher education were 
of course highly or totally subsidised by the government as practically all these 
graduates would end up working with the government. Later on when the number 
of universities increased, and the private citizens not related to public officials and 
without prior intention to work in the government were allowed to enter many 
of these new universities, the highly subsidised system of higher education in 
Thailand still prevailed. At least two factors had made this possible. One was the 
low-cost nature of the earlier subjects taught at these universities (law, economics, 
public administration, political science, arts, and history, for example), and the 
other was the low salary structure of university lecturers. 

In today’s Thailand, the state still owns and operates the majority of 
universities and other higher education institutions. As shown in Table 1, there are 
eight types of higher education institutions as follows: 


¢ Limited-Access State Universities 
¢ Open-Access State Universities 


¢ State Affiliated Universities (state-owned but greater freedom of 
administration) 


¢ Rajabhat Universities (former teachers’ colleges) 

¢ Rajamonkol Universities (former vocational colleges) 
¢ Private universities 

¢ Public Vocational Colleges 

¢ Private Vocational Colleges 


There are at present 18 limited-access universities, including Chulalongkorn 
University, our first university. These are, overall, the most established higher 
education institutions in the country against which acceptable university 
standards may be measured. However, the need for greater freedom in academic 
administration including the need to attract and maintain capable university 
instructors through higher salaries has given rise to new state universities whose 
ownership still belong to the state but the administrative systems have been given 
greater autonomy compared to other limited-access universities. We call this State 
Affiliated Universities. 
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As the above two types of universities still control the number of places 
in their respective universities and the entrance is by open competition, there are 
excess demand of places in these universities. These access demand can be met 
by two other state universities where all secondary school certificate holders can 
be accepted without entrance examinations or some forms admission standards. 
No wonder, the number of students in these two ‘open access’ universities 
(Ramkhamhaeng University and Sukhothai Thammathirat Open University) is the 
largest in Thailand (more than 640,000 students on enrolment in 2001). A number 
of private universities has also sprung up in the early 1970s to accommodate the 
increased demand for seats in higher education institutions. The state did provide 
active support in terms of academic advice and quality assurance. As a result, 
the number of private universities, as a common group, is the largest in Thailand 
as present (more than 50 universities all together and growing). The number of 
students in these private universities only slightly less than that of limited-access 
universities (220,000 students in private universities as again about 290,000 
students in state limited-access universities in 2001). 


Now, the above numbers of students in these more established state and 
private universities have paled by comparison with the creation of a new university 
system: the upgrading of former teachers training and vocational colleges into 
full-fledged universities. The former is called Rajabhat Universities and the latter 
Rajamongkol Universities. The total number of students in these two institutions 
(almost 600,000) rivals that of open access universities. There are also two other 
types of colleges that cater for 2 or 3 years vocational training at below bachelor 
level. They are regarded as higher education institutions, and are operated by both 
the state and private operators. ! 


As seen in Table 1, the situations concerning the university systems in 
Thailand are quite disparate. The ratio of student to instructor can range from 15 
to | in limited-access universities to 549 to 1 in open access universities. The cost 
of producing one graduate can also range from more than 640,000 baht in state 
affiliated universities to only slightly more than 37,000 baht in former teachers’ 
training colleges. Of course, the subjects taught are different, given rise to different 


' Strictly speaking, there are still few other specialised, degree-granting, institutions operated 


by the Armed Forces, the City Government, the Office of Buddhist Affairs. They are outside the 
ordinary control and administration of the state systems. 
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costs of education. But even in the same subject, the cost per student or graduate 
could be substantial. This obviously has complicated any attempts to institute any 
new financing system for higher education in Thailand, as it will become clear 
later. 


Table 2 shows the main feature of state-owned, limited-access universities 
which is the highly subsidised nature of state-directed university education in 
Thailand. From data provided by the King Mongkut University of Technology 
Thornburi (K MUTT) which undertook an earlier study on the unit cost of education 
in these limited-access university systems in Thailand, we have rearranged 
university courses or subjects into three groups or clusters. Group I consists of 
arts, humanities, and social sciences subjects which are commonly understood 
as low-cost or relatively inexpensive subjects. Group II consists of engineering 
and other science and technology subjects, whereas Group III consists of public 
health related subjects (excluding medical sciences which will be treated later as 


Table 2: Students’ Share of the Operating Costs of Education by Type of Subjects 
and Universities 














Group I % Group Il % Group Ill % 
subjects subjects subjects 
A. Low-Cost Universities 45,091 100 59,990 100 62,441 100 
- Students’ share 10,332 23 16,038 27 11,249 18 
- State’s share 34,758 vii 43,952 73 51,192 82 
B. Medium-Cost Universities 72,822 100 87,954 100 178,811 100 
- Students’ share 16,527 23 8,962 10 39,644 22 
- State’s share 56,295 a 78,992 90 139,167 78 
C. High-Cost Universities (IG) 12s) 100 135,360 100 623,170 100 
- Students’ share 33,513 28 27,272 20 109,505 18 
- State’s share 85,612 72 108,088 80 513,665 82 





Note: Group! Subjects include: law, political science, management, 
business administration, economics, social sciences, humanities, 
mass communications, arts and liberal arts, education, fine arts, 
and architecture 
Group II subjects include: engineering, industrial arts, science and technology, 
agriculture, fisheries, and natural resources 
Group III include: nursing, pharmaceutical science, public health, 
animal science, dentistry. 
Source: Computed from data provided by King Mongkut University of Technology 
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Group IV subject). As we have argued earlier that there are wide disparities in 
the costs of operating the same courses or subjects across various universities, we 
have separated these universities into three groups according to the cost contents 
of each group of subjects. For example, the low-cost universities would incur an 
average cost of 45,091 baht per subject per year in Group I subjects, compared 
to 72,822 baht by medium-cost universities, and 119,125 baht by high-cost 
universities. 


Although the costs of providing educational services by various universities 
may be highly different across subjects, one outstanding fact remains: the share of 
student’s contribution to this operating cost is generally small across all subjects. 
For example, in Group I subjects, the student’s share in low-cost universities was 
only 23 per cent while the state took care of the remaining 77 per cent to the 
operating cost. This percentage share of contribution was exactly the same in 
Group I subjects in medium-cost universities. In high-cost universities where the 
student’s share was higher in this Group I subjects, but it stood at only 28 per cent. 
Across all other subjects, the average share of student’s contribution was never 
larger than this 28 per cent. Taken all together, it is reasonable to conclude 
that the average share of student’s contribution to the unit cost of state-owned, 
limited-access universities is around 20 to 25 per cent. 


Almost 90 years after the Thai government set up its first university, the 
level of state subsidy to higher education in Thailand has not changed much. This 
would be acceptable if the government is rich and university students are poor and 
deserve to be heavily subsidised. But this is not the case in Thailand. For most of 
its modern history, the fiscal position of the Thai government is always in deficit, 
meaning it could not raise enough revenues to pay for its public expenditures. 
What is more important is that the majority of state university students in Thailand 
are from relatively better-off families, whose parents could afford to pay more 
for their university education. For example, whereas about half of the total Thai 
population come from the agricultural sector, only less than 5 per cent of these 
farmers’ children enrolled in state universities in Thailand. (see Medhi, 1997). 
Coupled with the fact that the tax system in Thailand is regressive, that is to 
say, the relative burden of the tax to the poor or low-income groups is higher 
than the rich or high-income groups, the highly subsidised university education 
in Thailand is equivalent to the poor helping the rich get their privileged and 
profitable education. 
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The situations are made worse by the operation of the state-supported 
Student Loan Program which was launched in 1996. Started with good intention 
on the part of the government to help poor and less well-off students to get their 
higher education, the budget for the first year was a modest 3 billion baht. But the 
start of the operation was already problematic as the criteria for means testing the 
eligible candidates to receive these highly concessionary loans were too generous 
and not well thought out.* The system was made more complicated and difficult 
to manage when the government extended the loans to upper secondary students 
in addition to just university students. For this, the number of borrowers doubled 
overnight. Furthermore, the actual loan approval procedure was done at school 
and university level, on the money that was farmed out to these educational 
institutions on a quota basis. This practice has turned this Student Loan Program 
into a supply-side financing of upper secondary and university education whereby 
school and university administrators practically pick and choose their own students 
to receive the loans. The abuse was rampant, especially in private schools and 
universities which were given about half of the overall loans. By 2002, more than 
5 million students have received loans from this program, half of which has gone 
to secondary school students and the other half to university students. The annual 
increase in this SLP loan is about 27,000 million baht, and the total amount of 
loans approved from 1996 to 2002 was about 140,000 million baht. 


Granted that the loans have gone to appropriate and deserving students, 
there should not be any reservations to the records and performance of this 
Program. But the actual case is different. The effectiveness of this program has 
never been assessed or evaluated. As this program has become much bigger than 
earlier anticipated, it has created enormous costs of management and repayment 
collection. The growing problems include the non-payment of the debts when they 
are due. As can be seen from Table 3, the total amount of debt due cumulatively 
between 1999 and 2002 was slightly over 25,000 million baht from more than 
466,000 student borrowers. Since the student borrowers who owed their debts to 





2 Individual loan which was sufficient for average cost of university education carried only 


1 per cent interest rate, with the repayment starting two years after graduation and the period of 
15 years to pay off the debt. The threshold family income however was set so high that about half 
of the total household population would be eligible to borrow. This had the effect of discriminating 
against the really poor and needy. 

3 Information provided by the Office of Student Loan Program to the National Education Council. 
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Table 3: Salient Statistics on Student’s Loan Program Repayment 











Year No. % sate oe % Sage % 
Debt Due 
1999 22,126 100.0 533.2 100.0 56.0 100.0 
2000 74,445 100.0 2,883.3 100.0 201.8 100.0 
2001 146,506 100.0 7,627.0 100.0 305.1 100.0 
2002 223,199 100.0 14,508.7 100.0 217.6 100.0 
Total 466,276 100.0 25,552.2 100.0 780.5 100.0 
Memo item: 
actual payment 
as % of minimum 
Debt Repayment obligation 
1999 18,164 82.1 77.3 14.5 138.1 
2000 58,274 78.3 239.7 8.3 118.8 
2001 102,878 70.2 315.4 4.1 103.4 
2002 125,252 56.1 254.3 1.8 116.9 
Total 304,568 65.3 886.7 3:5 118.0 
Memo item: 
Advance payment 6,353 34.4 
Debt Non-payment and Outstanding 
1999 3,962 17.9 455.9 85.5 
2000 16,171 21.7 2,643.6 91.7 
2001 43,628 29.8 7,311.5 95.9 
2002 97,947 43.9 14,254.4 98.2 
Total 161,708 34.7 24,665.4 96.5 





Source: Vic hit Lochirachunkul et al. 


the program have up to 15 years to pay off their debts, the amount of outstanding 
debts at the end of these four years expectedly can be quite large. Indeed the 
four-year debt collection at the end of 2002 amounts to only 886.7 million baht 
or about 3.5 per cent of the total outstanding debts for these four years. Perhaps 
the number of student borrowers who did repay their debts when they became 
due tells a better story. A total of 304,568 out of 466, 276 student borrows or 
about 65.3 per cent did pay their minimum debts when they became due, and 
indeed those who paid up paid more than the minimum debt obligations for each 
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of these four years. Still, to many, the number of non-payers (161,708 or about 
34.7 per cent of the total number of debtors) is quite large and needs close attention 
from the authority.* 


Obviously, a totally new approach is needed to cope with the above 
student debt situations. It could be argued that the Student Loan Program was an 
inappropriate program to begin with. The program should cover only university 
education as the size of student borrowers would be more manageable. Although 
the interest charged on the loan is quite low (at | per cent) and the length of pay-off 
period is quite long (15 years), the grace period before the student borrowers will 
start to pay back their debts (2 years) is too short. And this could be seen as a major 
reason for non-payment of the debts when they became due. A new approach could 
be equally generous on the interest charged on the loan, the amount of time the 
students need to pay back, and the threshold income the students should have before 
they start to make their first payments. This is a rationale for the new Thailand 
Income Contingent and Allowance Loan (TICAL) Scheme that will help solve all 
the inefficient and inequitable systems of higher education financing in Thailand. 


2. Some Theoretical Underpinnings 
In short, the main characteristics of the TICAL Scheme are as follows: 
¢ It will provide loans for Thai university students to pay for whatever 
courses or subjects they are willing and able to take. 
¢ The amount of debt varies with different courses or subjects: students 
make their own decisions and selections on the choice of subjects and 
universities they want to get their degrees. 
¢ They can go to either state and private universities. This is the decision 
of the students, and the subsidies just to where they have enrolled. 
¢ The debts incurred during their university years may be completely or 
partially deferred until their future incomes are high enough for them to 
start to pay back. 
¢ These loans are interest-free, but will be adjusted annually by inflation 
rate to maintain their fixed valued. 





4 For more current information on Student Loan Program, see Medhi (2005a). 
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¢ The time limit for paying back the debts may be very long. The limit of 
25 years is likely to be adopted as the time requires for the students to 
pay back. A certain, small percentage will be taken out of the students’ 
income to pay for the debts until all are paid or the time limit is reached 
whereupon all the outstanding debts are absolved. 


¢ This payment automatically stops when students’ income is interrupted 
or falls below the threshold level, and will resume when adequate income 
is again generated. 


¢ For those students (or their parents) who can afford to pay the whole 
tuition fees upfront, a certain amount of discount will be given, whereas 
those needy students who still need additional allowance for daily living 
will be able to get financial assistance from another schemes. 


¢ There will also be another separate fund under this scheme that gives 
additional grant to poor students. This grant will provide different income 
allowance to students with different income positions. 


¢ Therefore, at the end, this scheme is more than just a university tuition 
subsidy scheme, but university grant program as well. 


The idea behind this income-contingent loan (ICL) system is not new. 
Friedman in one of his early articles (Friedman, 1962), had proposed that students 
(or their parents) be given school vouchers to choose schools of their choices. 
This demand-side educational financing is believed to generate competition 
among schools and will bring out quality education to students. However, there 
are many ways in which this demand-side financing of university education 
could be set up. Apart from education coupons or vouchers, the conventional 
or ‘mortgage-type’ student loan can also be classified under this demand-side 
financing because student borrowers can use their loans to pay for whatever kind 
of education and whatever type of school or university they want. The ICL is 
another variation of the demand-side financing, but the critical differences between 
the ICL and conventional student loan (or voucher) are in the ways these loans are 
being administered on the part of the lender as well as borrower. This is a major 
theoretical issue that requires further investigation. 
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(a) The Need for Higher Education Loans 


We should start with an initial observation that the decision for a student (or his or 
her parent) to borrow to pay for the cost of university education can be influenced 
very simply by the expected rate of return from university education. In a typical 
age-earning profile of workers in any modern economy, it can be shown that, on 
average, the earning of university graduates will be uniformly higher than that of 
secondary school leavers. Normally secondary school leavers will start earning 
wages and salaries once they finish their high schools (age 18 onwards), while 
typical full-time university students have no income during their four years of 
university education (age 18—21). But then, armed with university degrees, these 
workers start to have income higher than their secondary school leaver counterparts. 
This income differential continues throughout the working life of these two groups 
of workers. The total amount of income differential can be enormous and justifies 
the need to borrow money to pay for this university education if one does not have 
adequate fund to begin with. 


The need of this loan is also predicated on the high cost of university 
education. The cost-recovery feature of present-day university education requires 
that students who wish to enroll in good universities must have a sufficient fund 
to see them through three or four years of higher education. In some countries, 
highly subsidised university education is not just a legacy of historical situations 
(like in the case of Thailand), but a conscious state policy (like in Germany). 
But because the demand for this relatively free university education is so high 
while the state funding is increasingly limited and inadequate, the competition of 
places in state-supported universities, and the necessary queuing and rationing of 
seats create inefficiency in university services. Few of these systems are likely to 
survive for very long. 


(b) The Difference between an ICL and Conventional Loan Scheme 


While the need to borrow for university education may generally be justified, the 
prospective student borrower may be deterred from doing so for some reasons. 
These student borrowers may fear that they may not be able to complete their 
university courses. If the probability of non-completion is sufficiently high, it is 
probably better off for these students to forget about their university education 
and start working after secondary schools rather than risking being in debt. 
Or these student borrowers may face an uncertain future regarding their 
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employment prospects in future job markets. They may end up working in 
unexpected low-paying jobs, with insufficient income to pay off their higher 
education debts. Or something may happen which reduces these students’ ability 
to work. All these risks and uncertainties lead to the possibility of debt default, 
for those who undertook to borrow, or stop these secondary school leavers from 
entering into universities. 


An ICL Scheme with main characteristics shown above should 
change all these. Unlike conventional loans where the repayment schedule is 
pre-determined, with fixed grace period and time-based costs (positive interest 
charge), an income-contingent loan does not require the borrower to start 
repaying until his or her income has reached a certain threshold level which can 
be after he or she has satisfied a more basic needs in his or her life or livelihood 
(buying a car, buying a house, or even getting married). Risks of default would 
be reduced, even eliminated. But an effective ICL system can be possible only 
through state intervention because a private provider of university loan (even 
government-guaranteed commercial bank loans) still faces the problem of lack 
of saleable collaterals from a prospective student borrower.° This is a well known 
capital market failure problem that requires a more active intervention of the 
state. 


(c) The Efficiency vs. Equity Issue of the ICL Scheme 


It is often argued that when the high subsidy of university education is removed and 
the university courses or subjects are charged with a full fee, efficiency is achieved 
through equilibrium in the demand and supply of university services. Students are 
willing to pay top money for good education if the returns after graduation exceed 
what they have paid. But if the quality of education is poor and the product of this 
poor education is reflected in low quality graduates, no one would be willing to 
pay high tuition fees for this. The subsidised fees may also distort the students’ 
willingness to study and learn, knowing that the actual costs to themselves are 
small. Quality of education suffers as a result. 


5 Bruce Chapman (2003) has observed that, ironically, government guarantees increase the 


probability of default, since with this type of insurance there is little incentive for a bank to ensure 
and chase repayments. 
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However, when quality and efficiency in higher education is attained through 
non-distorted fees, would this adversely affect the equity aspect of university 
education? As mentioned earlier, the majority of students who are able to pass the 
entrance examinations into highly subsidised university education in Thailand are 
from relatively well-to-do families. A system which gives equal access to all who 
can pass the same entrance examination would naturally bias in favour of these 
well-to-do students as against poor students who are not equally capable. There 
are at least two ways of dealing with this problem. One is to design the system 
that will block these well-to-do students from enjoying the benefits of ICL, and the 
other is give equal access to all who are able to get in first and supplement it with 
an additional scheme that give special assistance to poor students. Certainly the 
latter approach is superior because efficiency is maintained while the assistance for 
equity is still being meted out. 


In all, one must always be mindful of the fact that the existing university 
financing situations in Thailand is already in a bad shape. Any discussions on the 
pros and cons of a new university financing system must not take place in vacuum, 
that is by not taking into account the current situations. This means that any change 
from the present situations is already having a premium over remaining in status 
quo. It is in this spirit that we propose a quick change from the present university 
financing system to an ICL system. 


3. Issues to Be Considered 


What are needed for the change or reform into an ICL system? Not counting 
political will and courage on the part of our policy makers and political leaders 
which is the sine qua non of any attempt to make drastic change like this one, we 
would like to propose the following parameters for consideration. 


3.1 Cost of Tuition or Extent of Subsidy 


The unit cost study by the King Mongkut University of Technology Thornburi 
is very useful in helping us classify courses and subjects offered in various 
universities into groups or clusters according to their actual costs of operations. 
As can be seen from Table 2 where courses and subjected are divided into 3 
groups along with 3 levels of costs of operations. We can find weighted average 
of each group of subject from all 3 types of universities (low-cost, medium-cost, 
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and high-cost) and use this as a reference cost for all subjects in each group. Or, 
on assumption that the medium-cost universities are a good representative of all 
universities, the actual cost of subject in this type of universities could be used as 
such reference of benchmark cost. This cost is the ceiling that the government will 
offer to all students in each subject group.® For example, the benchmark cost or fee 
for Group I subjects (social sciences and humanities) would be around 70,000 baht 
per student per year. For Group II and III subjects, these fees could be set at 90,000 
and 180,000 baht, respectively. And if necessary, the courses and subjects can be 
subdivided more finely into a larger group along more categories of universities. 


3.2 Repayment Systems: Threshold Income and Its Collection Methods 


These ICL debts that students who decide to accept (that is, those who do not 
pay upfront) will be with these students for as long as they are not paid off. 
Considerations for the appropriate threshold income level when the student 
borrowers begin to repay their debts will depend on many factors, for example, 
what type of jobs they are likely to get? How much income they will regularly 
receive? What kinds of basic expenses they will need in the early part of their 
working life? How much out of this income should be taken off as payment? And 
so on. The following figures are suggested: 


¢ The interest charge for these ICLs is zero or nil, but the value of the debt 
is kept fixed by the rate of inflation which the government will decide 
each year. 


¢ If the students (or their parents) would like to pay full amount of fees 
upfront, a 25 per cent discount will be offered. This level of discount is 
computed from the discounted present value of typical debts until they 
are paid off in the future. 





A question arises whether each university could charge course fee differently from this benchmark 
fee. This is a policy question that must be dealt with politically, but, theoretically, universities should 
be in a position to charge whatever fees they find appropriate (that is the cost that the market can 
bear). Universities that charge too high a fee may lose client students who may decide to enroll in 
a cheaper place. But some prestigious universities may be able to charge fees much higher than the 
government-support ceiling. This could have equity implications for poor students. But then the 
government could still offer special additional assistance to poor students over and above ICL fees 
which are given equally to everyone. 
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¢ Partial upfront payment not less than, say, half of the total fees, may be 
offered the same discount, and so would repayments after graduation that 
exceed the minimum compulsory requirements. 


¢ The average threshold income for the student to start paying is initially 
set at 10,000 baht per month. 


¢ The Department of Revenue will be tasked to collect these debts from 
student borrowers using information about their employment and 
income history which will be linked to their 13-digit personal identity 
numbers. 


¢ The first tax rate on the first 10,000 baht is set at 2 per cent , increasing 
progressively to about 15 per cent in the top income bracket. 


3.3 Additional Allowance Based on Income 


An additional fund will be set up to give grant allowance to poor students based 
on income of their families. This is necessary due to the fact that no one is blocked 
from enjoying the benefits of ICL. The rich students can claim the same benefits 
of ICL like the poor students who are able to get in. If there is no additional 
system that helps the poor, then the normal ICL scheme would bias in favour 
of the rich who indeed do not need to be helped financially. In order to use this 
grant efficiently, students may be classified into three groups according to their 
families’ income positions. Students from poorer families should receive larger 
grant allowance than student from less poor families, and so on. 


3.4 Operational and Administrative Systems 


Two government agencies will be assigned the duties to operate the TICAL 
Scheme. The Office of the Committee for Higher Education (former Ministry of 
University Affairs) will be charged with the duties to set the benchmark fees for 
each university course or subject, and allocate the central budget to all universities 
according to the number of students enrolled therein. In the initial period, the 
amount of budgeted fund received from the government will not be less that what 
they have normally received before the changeover. But if the universities are 
able to collect more fees from the students, they will be entitled to keep them (or 
share with the government). On the collection side, the Department of Revenue 
in the Ministry of Finance will set up a special unit to prepare and operate this 
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special tax collection. Collected revenues will be forwarded to the Office of Higher 
Education who will manage special incoming and outgoing accounts. Information 
on students’ debts will be made available to all who are involved on an annual basis 
so that student borrowers are regularly informed of the extent and movements of 
their debts. 


There may be a need to change the law so that this new TICAL Scheme 
could operate easily and conveniently. For example, instead of students having to 
sign elaborate contracts with the universities (or government) in accepting the ICL, 
a mere checking of an appropriate box in the application form would be sufficient 
to satisfy the legal conditions of contract. Elaborate accounting systems will have 
to be designed and set up to synchronise or otherwise coordinate overall operations 
of the TICAL Scheme. There may be other laws that need to be changed to 
accommodate the new financing system, for example, the Student Loans Program 
Act, or the Household Registration Act (to keep track of student borrowers), or the 
Revenue Code (to collect ICL debts through central tax system), and so on. 


3.5 Problems and Obstacles 


Despite many attractive features of the ICL system, this new higher education 
financing system is not without problems.’ Below are some of the problems and 
difficulties in adopting and operating the ICL in any economic systems including 
Thailand.* 


* Reliance on government revenue to finance the system is not the correct 
way of promoting efficient and sustainable higher education; the 
financing of higher education should come more from private savings. 


¢ Fear of indebtedness on part of students may deter prospective poor 


students to get university education, despite the future repayment that is 
contingent upon students’ future income. 





7 Many well known proponents of income contingent loans such as Australia’s Bruce Chapman 


(Chapman 2003, Chapman and Ryan 2002) and UK’s Nicholas Barr (2001) are of opinion that this 
ICL system is, ipso facto, superior to all other forms of student lending. 

8 Many of the problems associated with ICL can be found in several writings of other experts on 
student loans such as D. Bruce Johnstone (2003, 2004), and Adrian Ziderman and Douglas Albrecht 
(1995). 
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¢ Students have a choice of selecting either conventional loan program, 
ICL, or fixed but graduated repayment mode, etc. This fact may actually 
reduce the alleged superiority of ICL. 


¢ While the unintended consequence of shifting burden from parents to 
students may be welcome by most parents and ICL supporters, some 
may find this feature objectionable. 


¢ The repayment collection procedures are probably the most difficult, 
especially when the country’s electronic record keeping system is 
weak. A good electronic record keeping and tracking system may pose 
another problem: the threat of invasion of privacy. 


¢ Ideally, the state should be able to recoup all the principals of ICL 
debts in the future, but it is possible that there are ‘leakages’ in the 
system where student borrowers intentionally choose lowly-paid jobs 
and not to work at all to avoid debt repayment. Indeed, the system that 
is contingent upon adequate income can create a moral hazard on the 
choice of work (with its associated remuneration) on the part of the 
students. 


¢ The discount incentive to those who pay tuition fees upfront may be 
looked upon as a ‘penalty’ for poor students who have to take up ICL 
loans because they do not have enough income or resources to pay 
upfront. 


3.6 Implications for the National Finance 


A full grown ICL system will give rise to a much larger tax base that will be a 
good source of revenue for the government. The Thai government is at present 
spends about 36,000 million baht as its budgetary support to state universities, 
plus another 25,000 million baht in its annual supplement of the Student 
Loan Program for students in both public and private educational institutions. 
Assuming that this amount of public funding constitutes 80 per cent of the total 
operating cost of university education, a complete cost recovery of ICL from 
student borrowers (no leakage, no default, and so on) would bring in the same 
amount after all the ICL debts are paid off. But this estimate is based on static 
situation where the status quo regarding the number of university student is 
maintained. The real situations, however, may be that the success of ICL may 
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generate greater demand for higher education which, therefore, bring in more 
money to the university systems. The later upward adjustments of tuition fees 
could also bring in more money to the systems.” 


Charts | to 3 show the flows of funding from state and students to various 
higher education institutions. For example, Chart 1 shows that out of 36,200 
million baht of government budget for state universities, 24,800 million baht 
would be recurrent spending, 7,000 million baht capital spending, 2,800 million 
baht for quality improvement spending, and 1,600 million baht for research and 
development spending. Student Loan Program would provide 10,000 million baht 
tuition support for students in both public and private universities, with another 
15,000 million baht paid out for students’ costs of living. Chart 2 drastically 
changes this scenario. Here, the government decides to charge students full 
operating costs of university education, resulting in a switch from supply-side 
finance to demand-side finance, that is to say, more money will be moved from 
ordinary budgetary support to universities to the Office of Student Loan Program 
which will be a given a new task to manage the ICL Scheme for the government. 
The new fund for this purpose is estimated at 45,300 million baht, of which 40,300 
million baht will be earmarked for ICL loans and 5,000 million baht for grants to 
poor and needy students. The overall fiscal position of the government is the same, 
but that of students will change. Chart 3 shows the same information as Chart 2 
but on the assumption that the government is generous enough not to charge the 
students full fees but gives 50 per cent subsidies to tuition fees.'° 





° This is indeed a good subject for future research, to project or predict the demand for university 


services under various likely assumptions or conditions. 

10 These charts only provide a rough estimates of how money flows from the state and students to 
public and private universities. They are subject to further refinements when the policy parameters 
such as how much subsidies the government would be willing to give to students in the new ICL 
system, or how much of other types of spending, such as for quality promotion and R & D, could be 
undertaken. 
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Chart 3: Flow of Higher Education Funding: Model I Subsidies 50% 
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4, Summary and Concluding Remarks 


In this paper, I have demonstrated that the higher education system of Thailand 
has been highly subsidised since its beginning almost nine decades ago. Today, 
this high level of subsidy still prevails, causing unwarranted fiscal and budgetary 
pressure on the government. The underpricing of university education also induces 
inefficiency both on the part of students (lack of serious interest in learning) and 
the instructors (lack of attention and devotion to teaching and research). To correct 
this underpricing and high subsidy, tuition fees may have to be raised in the order 
of five to ten times the existing levels, which is practically impossible politically. 
A totally new approach must be sought to deal with the current situations. 


This new approach to higher education financing is found in our Thailand 
Income Contingent and Allowance Loan (TICAL) Scheme. Higher tuition fees 
that reflect the real resource costs of providing university education are unlikely 
to burden students who cannot afford or unwilling to pay for them right away 
because the debt from these loans will be paid back in the future only when the 


THE PROMISE OF THAILAND'S NEW HIGHER EDUCATION FINANCING SYSTEM: | 497 
THE THAILAND INCOME CONTINGENT AND ALLOWANCE LOAN (TICAL) SCHEME 


income of these student graduates has reached a certain threshold level. The risk 
of default associated with conventional loans with fixed interest charges, and 
fixed repayment schedules will be lessened, even eliminated, creating positive 
movements for increased education for all. And for poor students, the government 
will also provide additional grants for their daily living. Since the effectiveness in 
the operation and management of the ICL Scheme depends critically on efficient 
tax system, tax identification and tracking systems must be fully functional. Ten 
years ago, this would not be possible in Thailand, but today, with the government 
pushing for comprehensive Smart-Card identity card system for all Thai citizens, 
the record keeping of ICL debts and the collection of these debts would not be a 
problem. 


Assuming that we are able to launch our TICAL Scheme at the start of 
the new 2006/07 education year in June 2006, the event may be marked as one 
of the most important economic and social changes in Thailand. This change in 
university financing system is truly revolutionary in the sense that it will remove 
the highly subsidised nature of university financing once and for all, and usher in 
a new era where the principal beneficiaries of university education (students and 
their parents) bear the full burden, or close to full burden, of the operating costs of 
university education, and the educational providers (university administrators and 
professors) open up a new opportunity for beneficiaries of university education in 
Thailand to play more active role in the contributions to the efficiency in the Thai 
university education. A major impact of this change is expected on the improvement 
of equity and income distribution situations in Thailand, as poor students will no 
longer be encumbered by the lack of resources to get university education. It is 
possible that, contrary to the conventional wisdom, the rich and well to do in 
Thailand will cooperate with this new system by voluntarily increasing their role 
and contributions to the resources needed for this new system. It is expected that 
no less than 20 per cent of the total number of students (or their parents) will make 
a full upfront payment, with discount, when the new fee schedules start probably 
in June 2006. 
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ANNEX 1: CURRENT DEVELOPMENT OF THE TICAL SCHEME 





1. Two important dates that bring about the current development of Thailand’s 
Income Contingent and Allowance Loan (TICAL) Scheme are December 
16, 2003 when the Thai Prime Minister, Dr. Thaksin Shinawatra, approved a 
draft plan to establish an income-contingent loan scheme for higher education 
systems in Thailand, and April 7, 2004 when the Thai Cabinet approved the 
framework of such scheme prepared by the Office of the National Educational 
Council (ONEC) under a Special Taskforce appointed by a Deputy 
Prime Minister, Mr. Chaturon Chaisaeng. This Taskforce was in fact an 
amalgamation of three subcommittees set up under the National Educational 
Reform Committee to consider various aspects of higher education systems 
in Thailand. One was subcommittee on student loans headed by Dr. Somchai 
Richupan, the second was subcommittee on higher education financing 
headed by Dr. Boonserm Veesakul; and the third was subcommittee on higher 
education resources and personnel headed by Dr. Medhi Krongkaew. As a 
result of this Cabinet Resolution, a new committee was set up to oversee the 
reform of higher education finance along the line of the TICAL Scheme. The 
breakthrough in our work came about when we decided to break away from 
the existing framework of higher education financing systems in Thailand, 
and adopted a new higher education financing system based on the Higher 
Education Contributions Scheme (HECS) of Australia. Once this is agreed, 
road blocks are lifted, and the future direction is clear. 


2. The above Special Task Force was disbanded and all members reappointed as 
members of the new Higher Education Finance Reform Committee (HEFRC) 
headed by a deputy prime minister (still Mr. Chaturon), with the current minister 
of education as the first vice chair, and Dr. Somchai Richupan the second vice 
chair. Five new subcommittees were set up to make operational plans for 
the new system with five specific tasks, namely, the overall direction of the 
preparation, information technology and database system, budgetary planning 
and allocation in the new system, legal preparation and the merging of the old 
Student Loan Program into the new system, and public relations activities. The 
first subcommittee with the responsibility of overall strategies and direction was 
in fact the old Special Task Force in new cloth, and it indeed oversaw the overall 
workings of all other subcommittees. 
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3. It must be admitted that there was little concrete progress on the work of 
these five subcommittees during the remainder of 2004. Part of this could 
be said to be intentional, that is to say, members of the subcommittees 
were given an opportunity to get acquainted with the problems and have 
hands-on experience in planning an ICL system. But since everyone was 
new to this system, it took time for members to come to an agreement on 
a certain decision. Slowly common understanding and agreements were 
reached among subcommittee members, especially members in the original 
Special Task Force or the new first subcommittee on overall strategies. 
Another important turning point was reached when the HEFRC had decided 
to change the operational center for the new system from the National 
Education Council to the Commission of the Higher Education (CHE). In 
early 2005 with the main reason that the progress of the system had gone 
beyond planning stage into operational stage, and the government agency 
that run the current higher education systems for Thailand, the CHE, should 
be given the new responsibility. 


4. The third meeting with the Prime Minister on 3 March 2005 at the Government 
House had settled many unresolved issues among committee members such 
as the low threshold income for repayment, the low repayment rate at the start, 
the equal treatment of state and private institutions, the work-for-allowance 
program for poor and needy students, and so on. More importantly, the Higher 
Education Finance Reform Office (HEFRO) would be set up at the Office 
of the CHE with staff seconded from various related government agencies 
on voluntary basis to work full-time on the preparation of the new system. 
The HEFRO actually started operation in early May 2005 with Dr. Medhi 
Krongkaew serving as Interim Director, and initial staff of about 10 seconded 
from the NEC and CHE. The five subcommittees referred to above were 
again disbanded and new subcommittees formed (or will be formed) to better 
undertake the new tasks of system preparation. 


5. With the full support of the Secretary General of the CHE (Dr. Pavich 
Tongroach), and one of his Deputies SG (Dr. Sumate Yaemnoon), the 
HEFRO moved quickly to fulfill its tasks of necessary preparations. First, a 
new Executive Subcommittee of the HEFRO was set up by the HEFRC with 
the Secretary General of the CHE as Chair, and Vice Minister of Education 
(Dr. Peerapan Palusook) as Advisor, and the core members of the Overall 
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Strategies Subcommittee (or the old Special Task Force) appointed into this 
new Executive Subcommittee of the HEFRO, and this group of personnel 
has become the collective planners for the TICAL Scheme by virtue of their 
frequent meeting (at least once a week), and various concurrent activities. 
Second, a network of 20 universities was formed to discuss and respond to the 
steps involved in the eventual adoption of the TICAL Scheme, especially on 
the adoption of the appropriate tuition fees under the new system. Third, a new 
legal preparation subcommittee was set up to draft a new law of the overall 
higher education reform (where the financing aspect is just a part). Fourth, the 
information technology and database management subcommittee was also set 
up to consider the data management requirement under the new system. Fifth, 
an official and formal process was started to recruit one permanent Director 
and one permanent Deputy Director for the HEFRO, along with five more staff 
to work on institutional research and public relations for the HEFRO. But the 
beginning of September 2005, the HEFRO is in full operation. 


. The cabinet reshuffle in July 2005 saw some changes in the operation of 


the HEFRC. Mr. Chaturon was appointed the new and powerful Minister 
of Education from his post of a deputy prime minister, and the chair of the 
HEFRC was given to another Deputy Prime Minister (Dr. Surakiat Sathirathai). 
However, this should not affect the operation of the HEFRC too much because, 
first, Dr. Surakiat who was a former professor at Chulalongkorn University 
is knowledgeable about higher education system in Thailand and is a keen 
supporter of the ICL system, and second, since he often travels overseas, Mr. 
Chaturon who is now First Vice Chair of the HEFRC continues to act on his 
behalf as the de facto chair. 


. One of the most critical steps in the launching of any ICL scheme is the 


determination of appropriate tuition fees by different subjects or subject 
clusters that will be used by all universities. It is so critical because once this 
parameter and the number of students are known, the government can calculate 
how much money or government budget is needed to support all universities 
under the new financing scheme. In Thailand, the Ministry of University 
Affairs and later the Office of the CHE, had commissioned the King Mongkut 
University of Technology Thornburi (K MUTT) to undertake the computation 
of unit costs of various programs in various state universities based on the 
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actual operating costs of those universities.'' The results of these unit costs 
from multi-year calculations have been properly adjusted with appropriate 
price indices to bring them into the current period. Another adjustments have 
been undertaken to exclude data entries that show unreasonable or unjustified 
extreme values. The final outcome, therefore, could be considered a reasonable 
attempt at finding Reference Unit Costs (RUCs) or the real costs of university 
education in different fields or subjects, by various types of universities.” 


8. As of the end of October 2005, the HEFRO has completed the calculation 
of RUCs for all universities, but the final announcement of RUCs to be used 
for the purpose of determining the level of state subsidies to universities and 
ICL loans to the students will not be forthcoming until all parties concerned 
(universities, students, their parents, general public) have had a chance to look 
at these numbers and give their feedbacks. The HEFRC has yet to decide on 
appropriate proportions of state : student share of the above RUCs in each field 
or subject. However, the April 7, 2005 Cabinet Resolution has already given 
a guideline that, on the whole, the state and student share of the cost of higher 
education would be 50:50. It is expected that by December 2005, the final 
RUCs with appropriate state to student share would be officially announced. 


9. That should give a very concrete headstart to the full operationalisation of the 
TICAL Scheme. But the full operation still requires many other preparations. 
For example, a new IT system must be designed to accommodate new 
relationships among related organisations namely the Ministry of Education 
with all universities and the Revenue Department which will have the 
responsibility of collecting future repayments. A new law has be to drafted 
and enacted to give government agencies necessary power and legitimacy to 





‘Operating costs here are defined as direct costs associated with the teaching such as salaries 
of professors and supporting staff, costs of teaching equipment and materials, and so on, but not 
including costs of building and other infrastructure and research funding. These unit costs reflect 
the costs of higher education as they were, not the costs as they should be. If we assume that all 
universities operate efficiently, then these unit costs could be considered appropriate tuition fees. 
If not, they can be either too low or too high depending on various factors such as the number of 
professors per students, and the salary structures of each university and their respective costs of 
operation. 

'2 As for private universities, the actual tuition fees from all universities in the same field or subject 
are averaged out to arrive at a designated RUC for that field or subject. For more details on the 
calculation of RUCs, see Medhi (2005b). 
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enforce the new system. A new quality control of the system must be designed 
and put in place before the full operation of the TICAL Scheme to prevent 
any abuse of the new opportunities regarding student intakes and the conduct 
of university courses. These activities are now being undertaken by various 
subcommittees appointed by the HEFRC. 


As the central government budget for Fiscal Year 2006 has already been 
approved and implemented, this has made it easier for all state universities 
to carry out their educational programs in the same ways they had done 
previously. However, some real change must take place for the first year 
students of Education Year 2006 which will start in June 2006. New RUCs by 
subject, with specific student’s share known should be applied right away. This 
could mean an increase in the financial burden of students (or their parents) 
who pay their tuition fees upfront (but with fair discount to compensate for 
their time cost of money), but this increased tuition fees should not be regarded 
as financial burden to those students who are unable to pay, or elect not to 
pay, upfront because they will all receive loans from the government whose 
repayments are only contingent upon their future income, with no penalty at 
all for their inability to payback. 


One sticky issue still remains in the business of budgetary allocation to state 
universities. As a major part of future funding to universities will be dictated 
by student choice and student number, this ‘demand-side’ financing is easy to 
understand and accepted. But as there is another part of the state budget that 
goes to universities not strictly on the basis of current choices and numbers of 
students, but on a separate consideration by the state (so-called ‘supply-side’ 
financing) in the areas of infrastructure, procurements, and research funding, 
the line of authority who should be responsible to decide on how much to 
give to each university is often blurred. The HEFRC would like to assume 
this authority in this new financing system, probably through a buffer body 
that acts on behalf of the government and the universities concerned, but the 
Bureau of the Budget insists that it still has this power under the present budget 
law. Eventually the Cabinet may have to decide on this issue if the smooth 
operation of the new TICAL Scheme is to be successful. 
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CURRENT STATE OF THAILAND’S INCOME CONTINGENT 
AND ALLOWANCE LOAN (TICAL) SCHEME* 


Medhi Krongkaew™ 


1. Introduction 


Two important dates that bring about the current state of Thailand’s Income 
Contingent and Allowance Loan (TICAL) Scheme are December 16, 2003 
when the Thai Prime Minister, Dr. Thaksin Shinawatra, approved a draft plan 
to establish an income-contingent loan scheme for higher education systems in 
Thailand, and April 7, 2004 when the Thai Cabinet approved the framework of 
such scheme prepared by the Office of the National Educational Council (ONEC) 
under a Special Taskforce appointed by a Deputy Prime Minister, Mr. Chaturon 
Chaisaeng. This Taskforce was in fact an amalgamation of three subcommittees 
set up under the National Educational Reform Committee to consider various 
aspects of higher education systems in Thailand. One was subcommittee on 
student loans headed by Dr. Somchai Richupan, the second was subcommittee on 
higher education financing headed by Dr. Boonserm Veesakul; and the third was 
subcommittee on higher education resources and personnel headed by myself. 
The breakthrough in our work came about when we decided to break away from 
the existing framework of higher education financing systems in Thailand, and 
adopted a new higher education financing system based on the Higher Education 





Paper presented at Public Forum on Social Fiscal Policies organised by the National Health 
Foundation at Chulaporn Research Institute, Bangkok, March 30, 2005. 


* Professor of Economics, School of Development Economics, NIDA; and Interim Director, Office 
of the TICAL Scheme. 
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Contributions Scheme (HECS) of Australia. Once this is agreed, road blocks are 
lifted, and the future direction is clear. 


The basic foundation of the Australian HECS system is very simple: All 
university students will receive full subsidies of whatever courses they are willing 
and able to take from the government, and to be paid back only after their future 
income after graduation has reached a certain reasonable threshold, with no 
real interest and no time limit to pay back until all the debts are paid off. Other 
differences of this “new” student loan scheme from an ordinary, commercial student 
loan scheme include the repayment of these higher education “debts” through the 
national tax system, the automatic pause or adjustment of this repayment when 
students’ income fall below the set threshold level, and the abolition or curtailment 
of unpaid debts occurs when the students die. This means that the burden or 
responsibility of these debts is effectively shifted from the parents to the students 
themselves unless of course the able and willing parents choose to pay for their 
children’s higher education themselves upfront. 


The main needs to establish this new system of higher educational financing 
in Thailand stem from the facts that, first, public higher education services provided 
by the state are highly subsidized, using up a large part of public revenues to pay 
for students from relatively well-off families, with many poor students themselves 
ending up having to enroll in more expensive private universities.'! Second, these 
highly subsidized tuition fees in state universities mean that any meaningful and 
realistic increase in tuition fees without changing the ways the students could pay 
for them is practically and politically impossible. And third, the practice or adoption 
of a normal student loan program where students have to face enormous risks of 
strict repayment schedules with uncertainties in their successful graduations, future 
employments and incomes will act as a great barrier to the promotion of equitable 
and efficient higher education in any country. The Australian HECS system which 
started in 1989 has proven that student loan program whose repayments are 
contingent upon students’ future income are not only feasible but desirable if the 
country would like to see a more equitable and more efficient higher education 
system. 





More expensive in terms of what the students have to pay out of their own pockets. In fact, for a 
typical subject or course, the actual cost of operation in a private university is usually less than that 
of a state university, and a tuition fee is lower. But since state universities are heavily subsidised by 
the state, the students therein end up paying much less than students in most private universities. 
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This “income-contingent loan” or ICL program for Thailand, or what is 
now more fully and more uniquely known as “Thailand’s Income Contingent 
and Allowance Loan (TICAL) Scheme’”’, has now reached a stage whereby all 
government agencies which are supposed to be involved in the eventual operation 
of the scheme by June 2006 (the beginning of the first term in most universities in 
Fiscal Year 2006) are now involved in some ways. The main purpose of this paper 
is to trace and track the progress of current developments in the TICAL Scheme 
towards the end of 2004. Section 2 describes the setting up of various subcommittees 
within the framework of the Special Taskforce to prepare the operational plans 
for the TICAL Scheme to further move the work forward, and the engagement 
of all necessary government agencies. Section 3 deals with appropriate tuition 
fees under the new TICAL Scheme which will define the financial scope of the 
scheme once it is fully operational. Section 4 addresses the issues of budgetary 
allocations to state universities to make certain that the normal operations of these 
state universities will not be adversely affected when the new TICAL Scheme is in 
action. Section 5 considers the role of private universities in this TICAL Scheme, 
recognising the fact that these private universities actually help the State provide 
higher educational services to Thai students. Section 6 concludes and explores the 
remaining tasks before the full operation of this TICAL Scheme in mid-2006. 


2. Administrative and Institutional Setups 


After the Cabinet passed its resolution to endorse the framework of the TICAL 
Scheme in April 2004, the Special Taskforce with the Office of the National 
Educational Council was able to prepare an operating budget of about 100 million 
baht for the drawing of operational plans for the Scheme, the establishment of 
new, or revision of existing government agencies to take care of the Scheme, the 
training of related staff and personnel involved, the research to support various 
aspects of the operational plans, and the setting of other supporting activities such 
as system outreach and public relations. The 5 Subcommittee Groups have been 
organised as follows: 





> Thave coined this acronym, TICAL, which was the English word used to call the monetary unit 
of Thailand, the Baht, in the old days. 
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(a) Subcommittee Group 1: Central Subcommittee 


This Subcommittee Group | (SG1) is essentially the transformation or a new form 
of the Special Taskforce with many new members. It acts as the central planner and 
administrator in the initial period when no formal or specific organisations currently 
exist to oversee the planning and operation of the TICAL Scheme, including the 
approval of the activities and budget requests from other subcommittees. It also 
sets directions for all other subcommittees vested with specific tasks, and carries 
out some of the central tasks not belonging to more specific subcommittees such as 
overall quality assessment and quality control of the product of universities, and the 
planning and administration of university courses aiming at academic excellence 
in contrast to commercial popularity or viability. Dr. Somchai Richupan who used 
to head the Special Taskforce continues to head this SG1. 


(b) Subcommittee Group 2: Management Network Subcommittee 


The Subcommittee Group 2 (SG2) takes care of the institutional foundation of the 
TICAL Scheme such as the appropriate fees for all types and levels of courses, 
the record-keeping or database systems at all levels of operating units, namely 
at universities, Office of the Commission for Higher Education, the Revenue 
Department, the Social Security Office, the Household Registration Office in the 
Ministry of Interior, and so on. This is to ensure the collection and maintenance 
of necessary records related to students under the TICAL Scheme support, and 
normal and possible enforcement of the overall operational systems. I myself have 
been asked to chair this SG2. 


(c) Subcommittee Group 3: Financial System Subcommittee 


This Subcommittee Group 3 (SG3) will look at the overall financial needs of the 
TICAL Scheme, the structure of the flow of funds between various agencies and 
institutions, and the necessary legal and regulatory procedures that will bring 
about the successful implementation of the overall scheme. It also has a specific 
assignment to oversee the merging or conversion of the existing Student Loans 
Program (SLP) into the TICAL Scheme in the future. This SG3 is headed by 
Dr. Boonserm Veesakul. 
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(d) Subcommittee Group 4: Budget Allocation Subcommittee 


The Budget Allocation Subcommittee (SG4) concentrates on the spending part of 
the TICAL Scheme. It will consider the existing needs of various state universities 
or institutions of higher education, anticipate necessary changes that may take 
place once the TICAL Scheme is fully operational—and this may include how 
these state universities receive and spend their allocated budgets, manage their 
revenues from the students enrolled in these respective universities, and other 
necessary budgetary considerations such as research funding and higher education 
infrastructure. When private universities are included in the Scheme, this SG4 
may have to consider how to deal with the financial outcomes of these private 
universities (probably in conjunction with SG3). This Subcommittee is headed by 
Dr Krisnapong Kiratikorn. 


(e) Subcommittee Group 5: Public Relations Subcommittee 


The Public Relations Subcommittee (SG5) helps disseminate the knowledge and 
the working mechanisms of the TICAL Scheme to the larger public. This task is 
very important in not only informing the public and the stakeholders of the Scheme, 
but also in generating public support of the system. A change as comprehensive 
and revolutionary as this TICAL Scheme needs very active public relations efforts. 
Dr. Chuachan Chongsatityoo heads his SGS5. 


3. Appropriate Tuition Fees 


One of the most important components of this TICAL Scheme is the structure of 
tuition fees for groups of subjects that the students must know in advance before 
deciding on their enrolments. It is important because each subject will be different 
in terms of the actual costs of services and operations. Students will have a chance 
to know how much they will have to pay, or how much debts they will owe to 
the government to enrol in the courses of their choices. There are at least three 
ways that these appropriate tuition fees could be calculated. One is by looking 
at the actual expenditures of each university and use this as appropriate tuition 
fees to charge the students. Obviously this technique has a serious flaw in that 
the actual expenditures on service delivery do not necessary mean appropriate (or 
efficient, or equitable) tuition fees. The second technique is the supply-side costs 
of education, that is to say, we ask all universities to specify appropriate tuition 
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fees they would like to charge students in various courses or subjects that they 
feel sufficient for them to carry out their respective higher education operations. 
This is the technique I will be using and reporting in this paper. And the third 
technique is the demand-side costs of education where we will ask students and/ 
or their parents on appropriate tuition fees they are able and willing to pay for 
the courses or subjects of their choices. The ideal or most appropriate tuition fees 
should be constructed from the three techniques considered together. But in the 
absence of complete information from all three techniques, I will report only 
on appropriate tuition fees from the supply side or from the point of views of 
universities administrators or higher education providers. 


Inaresearch project funded by ONEC, Professor Chamaiporn Kunakemakorn 
of NIDA sent a set of questionnaires to all universities in all regions of Thailand. 
There are more than 150 universities and higher education institutions throughout 
the country that she sent her questionnaires to, and about 100 universities or about 
2/3 had returned the filled-out questionnaires giving their answers to appropriate 
tuition fees by 11 groups of subjects. These groups of subjects are classified 
according to the International Classification of the System of Education (ICSED) 
proposed by UNESCO as follows: 


Group 1: Education and Teachers' Training 
Group 2: Humanities, Religious Studies, and Divinity 
Group 3: Fine Arts and Applied Arts 
Group 4: Law 
Group 5: Social Sciences 
5.1 Behavioural science 
5.2 Management, Commerce, and Business Administration 
5.3 Mass Communications and Journalism 
5.4 Home Economics 
Group 6: Natural Sciences 
6.1 Natural Sciences 
6.2 Mathematics and Computer Science 


Group 7: Medical Science and Health Related Sciences 
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Group 8: Engineering 

8.1 Engineering 

8.2 Architecture and City Planning 
Group 9: Agriculture, Forestry and Fisheries 
Group 10: Economics 
Group 11: Liberal Arts and Arts 


Along these 11 groups of subjects, Professor Chamaiporn was able to 
classify various universities in Thailand into 5 groups namely (1) close-access state 
universities; (2) Rajabhat Universities; (3) Rajamongkol Universities; (4) Private 
Universities; and (5) Private Colleges. 

As can be seen from Table 1, these supply-side appropriate tuition fees 
reflect natural or to-be-expected costs of education. For example, medical science 
and health related sciences taught at close-access state universities are given an 
average tuition fee of 128,097 baht per student per year. For the same subject, the 
average fee proposed at private universities is 78, 219 baht per student per year. 
It is interesting to note that the proposed fees for law, mass communications and 
journalism, mathematics and computer science, and behavioural sciences are quite 
similar between close-access state universities and private universities, whereas 
the proposed fees by private universities are much higher for humanities and arts, 
management, commerce and business administration, engineering and architecture 
and city planning than those proposed by state universities. These appropriate 
tuition fees as shown in Table 1 probably cannot be used to determine the final 
tuition fees for the purpose of the TICAL Scheme yet, but it can give a benchmark 
on which a comparison with other techniques of cost estimation can be made. 


3 There is another group of Open-Access Universities consisting of Ramkhamhaeng University and 


Sukhothai Thammathirat Open University. But these two universities charge very low tuition fees, 
they are not included in our scheme. 
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4. Budgetary Allocations to State Universities 


It has been a main principle of this TICAL Scheme from the beginning that 
while the government may receive additional revenue from the debt repayments 
of students in the future, the government will not use this increase in its future 
revenue to decrease the amount of budgetary allocations to state universities. On 
the contrary, any increase in students’ debt repayments will be allocated back to 
universities to promote academic research and other academic activities leading 
to the strengthening of these universities. That may be in the long-term interest 
of each university. However, in the short or immediate terms, most universities 
should be concerned that their normal university operations will not be affected 
by this change from the old system to this new TICAL system. One way to do 
this is for the government to guarantee to all state universities that the amount 
their normal, annual operating budgets will remain unchanged for a few years. 
Three years are a suggested period in which these budgets to universities will 
be regularly forthcoming. But starting from Year 1, universities will be subject 
to scrutiny. Their annual budget allocations will remain unchanged (but perhaps 
with a regular, say, 6 per cent increase annually along with the growth of the 
overall economy), and so would the student intakes and activities. If the number of 
students increases in the ensuing 3 years, two things can happen: the government 
may be able to provide additional funding to these universities if it has the money 
to spend right away, or, if not, the government will owe these universities for 
additional budgets in the future. In the latter case, the increase in the number of 
students which automatically increases the revenue of these universities may bring 
in greater prospect of university expansion. But in the opposite case where the 
number of students fall in the ensuing 3 years, these universities may still receive 
a guaranteed budget. However, if university administrators choose to do nothing 
under this situation, they are certain to face a drastic cut in their budget allocations 
when their 3 years budgetary guarantees are up. 


Table 2 shows the actual budget allocations to state universities in the last 
three years, Fiscal 2546, 2547 and 2548. It is proposed that the average of these 
3-years budget be used as starting point for the allocation in Fiscal 2549. But to 
be fair to these universities since the retrospective averaging out reduces the size 
of these universities budgets, I have added another 10 per cent across the board 
to these budget allocations. And these starting budgetary allocations are shown 
in the last column of Table 2. It may be seen that there will be no change in the 
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government’s financial support of state universities in the first three years. But 
amidst this calm and stable atmosphere, it is obvious that a great change is brewing 
in the dynamics of higher education in Thailand. A demand-side or demand-driven 
higher education financing will change the way students selected their subjects 
and their universities. And the ease with which students can now enrol in any 
subjects or any universities of their choices (subject to their academic capabilities 
and records, of course) is expected to increase the demand for higher education in 
the country. This should bring double benefits to Thailand: more educated citizens 
and much better universities and institutes of higher learning. 


5. The Role of Private Universities 


The basic principle governing the role of state in the provision of higher education 
under this TICAL Scheme is that of an active provider, and higher education is 
treated more like a public good than a private or merit good. In this case, private 
universities can be construed as associates or assistants to the state in higher 
education services provision.* Major implications from this principle include the 
ceiling of state-directed tuition fees that can be charged by private universities, or 
the limit of subsidies that the state can give to private universities, and minimum 
quality control to ensure that the academic standards of private universities 
graduates are not less than those of state universities graduates. 


On appropriate tuition fees to be charged by private universities, these have 
been discussed earlier in Section 2. On average, tuition fees proposed by private 
universities are lower than those of close-access state universities in most subjects. 
So, the problem that one may expect about high tuition fees in private universities 
should not arise. On the contrary, the opposite situations may arise such that private 





4 There are legal provisions for the role of private educational institutions in overall educational 


services in Thailand. For example, Section 45 of this Act states that: “Private education institutions 
shall be authorized to provide education at all levels and of all types as stipulated by the law. Clear- 
cut policies and measures shall be defined by the State regarding participation of the private sector 
in the provision of education”, and further that: “Private institutions providing education at degree 
level shall be allowed to function with freedom, develop their own system of administration and 
management, flexibility, and academic freedom and shall be under supervision of their own council 
in accord with the Act on Private Higher Education Institutions. Also Section 46 states that: “The 
State shall provide support in terms of grants, tax rebates or exemptions and other benefits to private 
education institutions as appropriate. It shall also provide academic support to private education 
institutions to reach the standards required and attain self-reliance”. 
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universities may reap abnormal profits through large admission of students and lax 
control on the quality of education. On the first situation, since the number of 
university students is expected to rise across the board as a result of the incentives 
provided by the TICAL Scheme, there is no reason to restrict student intakes of 
private universities as long as they comply with basic requirements concerning 
established minimum educational standards (such as the lecturers to students ratio, 
the academic qualifications of lecturers, the physical facilities available such as 
lecture room space, library acquisition, computer services, and so on). As for the 
second situation concerning the quality of education of these private universities, 
the state must be able to devise appropriate measures to enforce this, to make 
sure that graduates of private universities are no worse than those from accredited 
public universities.° 


While it is expected that there will be little change in the size of the budget 
allocated to state universities during the first 3 years of TICAL Scheme operations, 
the same thing may be true with regard to the inclusion of private universities 
in this same scheme. At present, about half of the annual loans given out under 
the existing Student Loan Program goes to university students in both public and 
private universities, and the other half goes to higher secondary school students. 
Since under the new TICAL Scheme, the loans to these secondary school students 
will be curtailed, these loans can be rechannelled to subsidise private university 
students. Any change during these first 3 years, especially on the increase in the 
size of student intake in the private universities, will be closely monitored, like in 
public universities. The only difference is perhaps that any fall in the number of 
students in private universities will directly affect the revenues of these private 
universities, whereas in the case of public universities, state budgetary allocation 
to these public universities will remain unchanged. 


It is expected that our new TICAL Scheme will greatly strengthen the 
positions and operations of private universities. This is good, not just to private 
universities, but to public universities as well, for the keen competition that 
the scheme will generate. Students will have a larger choice of places to go to; 


5 Still some may fear that some private universities may earn abnormal or windfall profits as a 


result of this new system. If this is so, the state can regulate the use of these profits for the purpose 
of enhancement of educational quality and facilities. 
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university professors and administrators will be judged by their quality teaching 


and services; and the country will benefit from better and more able graduates. 


6. Summary, Conclusions and Future Directions 


The beginning of 2005 saw many meaningful advances in the planning and 


preparation for the launching of the TICAL Scheme in 2006. The progress so far 


may seem slow to some, but considering the complexity of the system and the extent 


of the impacts, it must still be judged satisfactory, especially when the majority of 


the people involved in this scheme has worked on this on a voluntary basis with 


practically no resources at all. The achievements so far can be summarised as 


follows: 


The pooling together of a group of people who were or have been 
involved on various aspects of higher education finance and financing to 
agree upon the principal idea of an income-contingent loan (ICL) scheme 
for higher education. 


The interest and support of this ICL idea from key members of the 
government, especially from the prime minister of Thailand, and eventual 
endorsement from the cabinet. 


The general acknowledgment and support of the general public as well 
as related parties such as university administrators, academic personnel, 
and students. 


The granting of a small budget (80 million baht) from the Government 
Central Fund to spend on the preparation of this scheme. 


The successful conclusion of a few preliminary studies on the unit costs 
of higher education, the appropriate tuition fees structure from the supply 
side consideration, student debt repayment systems, budgetary allocation 
to state universities, and the sources of such funds. 


While the conceptual and political foundations of the TICAL Scheme have 
been firmly laid, there are still many technical, operational and administrative 


details to be worked out and put in place before the actual launch of the Scheme in 


June 2006. The following are some of the tasks at hand: 


(a) 


(b) 


(c) 


(d) 


(e) 


(f) 
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The setting up of a dedicated office of the TICAL Scheme with a full-time 
administrator to coordinate the work of various subcommittees and 
technical groups set up under this scheme, and implement various tasks 
and activities emanating from various people, agencies and parties. 


The announcement of the basic operational framework of the TICAL 
Scheme to all concerned, including all involving universities and the 
people therein (administrators, lecturers, supporting staff, students 
and their parents), the mass media, the law makers, and the general 
public; the public relations and outreach programs; and a possibility of 
discussion fora .on the scheme. 


The technical support of various aspects of the scheme through 
theoretical and empirical research including the projected dynamics 
of change in the future of higher education in Thailand as a result of 
this scheme; the criteria for the selection of eligible students to receive 
living allowances during their university years, and so on.° 


The organisation of government agencies to run this TICAL Scheme 
including the Commission on Higher Education to set up and operate 
the tuition fees scheme for all universities, correspond with these 
universities regarding student enrolments and subsequent financial 
support or subsidy levels, manage primary budgetary allocations to 
state universities in conjunction with the Bureau of the Budget, keep 
records of students’ debts and coordinate their repayments through the 
Revenue Department, and so on. 


The design and preparation of existing law change that will enable 
smooth and easy operations of the new TICAL Scheme, and also plans 
to convert students under the existing Student Loan Program to the new 
TICAL Scheme. 


The training of key personnel in those operating agencies mentioned 
above on the theoretical principles of the TICAL Scheme as well as 
the practical and operational features of this scheme, and this may 
include both the practical experience of observing real-life operations 
in Australia and a less rigorous training in Thailand. 





6 


See Annex A for the detail of the possible areas of research. 
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The year 2005 is a critical year for the final preparation for this TICAL 
Scheme in Thailand. Assuming that intellectual and political supports of this 
scheme are still strong and ever forthcoming, we should be able to witness one 
of the greatest changes in higher education financing and the subsequent higher 
education systems in the history of Thailand soon. 


CURRENT STATE OF THAILAND'S INCOME CONTINGENTAND | 521 
ALLOWANCE LOAN (TICAL) SCHEME 


ANNEX A: TICAL IN A NUTSHELL, OR WHAT THAILAND’S INCOME 
CONTINGENT AND ALLOWANCE LOAN SCHEME IS ALL ABOUT 


A major educational reform is in the making in Thailand in 2005. The 
Thai government under the leadership of Prime Minister Thaksin Shinawatra 
has endorsed a plan to change the current higher education financing system to 
a system based on the following characteristics: (1) The new system will use 
new tuition fee structures that more closely reflect the actual costs of (efficient) 
operations, (2) provision for the students to pay for those fees upfront, with 
discount, or deferred those payments until later with the government taking care 
of immediate costs of education; (3) the students will start to pay back these 
“debts” when their post-graduation income, from whatever sources, has reached 
a sufficiently high level; (4) these debts are interest-free but will be adjusted 
annually by the existing rate of inflation; (5) the country’s tax offices will be 
responsible for the collection of these students’ debts until all debts are paid off 
(no time limits); (6) But whenever the students’ income or earning falls below the 
threshold income, their repayment will automatically and temporarily stopped; 
(7) Apart from the government fund to pay for students’ fees in advance, it will 
also set up another fund to give allowances for daily living of poor students; 
(8) Private universities will be treated as equal partners of state universities, 
with the same tuition fees subsidies and repayment procedures; (9) Controls on 
quality of instructors and the learning of students will be strengthened to prevent 
abuses; (10) post-graduate education will be added to this scheme later. This new 
financing system is called Thailand’s Income Contingent and Allowance Loan 
Scheme or TICAL Scheme. 


The need for change to this new system stems from the fact that the 
present university financing in most state universities is highly subsidised. On 
average, students in state universities pay only about 20 per cent of the total cost 
of operation, with the rest subsidised by the government through general taxation. 
This practice is both inequitable and inefficient. But it is politically impossible 
to increase the students’ share from 20 per cent to, say, 50 per cent under the 
present tuition fees structure. Moreover, the current Student Loan Program where 
university students can borrow money from the government to pay for their own 
tuitions and costs of living is experiencing a lot of problems because many of 
these students could not start to payback their loans after two-year grace period 


522 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


after their graduation. Hence the need for this new system of income-contingent 
loan, with a supplementary grant for poor students. 


Under the new TICAL Scheme, higher education institutions in Thailand 
will be divided into 5 groups, namely limited-access state universities, open-access 
state universities, newly organised universities from previous teachers’ training 
and vocational colleges, larger private universities, and smaller private colleges. 
As of the end of 2004, there are about 1.5 million students in these 5 groups of 
universities. Courses offered by these higher education institutions will be divided 
into 10 groups according UNESCO’s International Standard Classification of 
Education (ISCED). Tuition fees on these 10 courses or subjects will differ from 
one institution to another depending on the actual appropriate tuition fee levels 
that reflect efficient costs of operations. In other words, a matrix of 10 <5 tuition 
charges will be made known to all students so that they know in advance how 
much they have to pay for the subjects (or degrees) of their choices. 


In order to cushion the impacts on universities as well as students, the 
government will continue to allocate the same levels of public funds to state 
universities in the next 3 years after the launch of the TICAL Scheme. The size 
of the budget involved is about 60 billion baht. During these initial 3 years, 
any change in the number of enrolling students will be recorded, with full 
effects based on the actual number of students under the 10 ICSED courses to 
determine which university will get how much from the government. The Office 
of the Commission on Higher Education (OCHE), an agency in the Ministry of 
Education, will be assigned the main responsibility of administering this new 
scheme. It will coordinate with the Bureau of the Budget to approve public funds 
for state and private universities, and with the Revenue Department to collect 
repayments from students after graduation. The existence and use of unique, 
13-digit, student identification numbers will greatly and effectively facilitate 
record keeping and the tracking of student movements throughout their lives. At 
present, it is calculated that the threshold income from which students will start 
to payback their debts is about 15, 000 baht per month. For a typical low-income 
public servant, it may take about 8 years to reach this income level. And assuming 
the repayment rate of about 5 per cent, it may take these students about 30 years 
to pay off their debts. 
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It is expected that the new TICAL Scheme will generate a larger demand 
for higher education in the future. The quality of higher education should also 
improve due to greater competition among universities. After a few years the 
scheme may be expanded to include post-graduate and other non-degree, adult 
education. Students’ repayments in the future will form a new source of public 
revenues hitherto unknown in Thailand. 
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A CRITIQUE OF THAILAND’S HIGHER EDUCATION 
FINANCING SYSTEM* 


Medhi Krongkaew™ 


After struggling for almost three years to have the idea of income-contingent 
loan system for higher education financing adopted by the government, I was 
pleased to see the realization of this in February 2006 when the government under 
former Prime Minister Thaksin Shinawatra announced the launch of Thailand’s 
Income Contingent Allowance and Loans (TICAL) Scheme as the main higher 
education financing system for Thailand. I could not believe that less than a year 
later, I have to put on my fighting gears again to fight for the revival of the TICAL 
Scheme because it was strangled by the new interim government in late 2006. 
Although the Thaksin-backed political party is back in power and able to form 
a coalition government in Thailand, the situations have not improved. First, the 
present government is politically weak; we do not know how long it can stay in 
power. Second, even if the present government can go on, the people who run the 
higher education financing system today do not have the same belief or conviction 
on the nobility and functionality of the TICAL Scheme as before. Third, and more 
importantly, instead of completely throwing out the old Student Loan Fund (SLF) 





Comment made in Session 2: Experience in Developed Economies and Thailand at the DPU/ANU 
Conference on Financing Higher Education and Economic Development in East Asia, Bangkok, July 
15, 2008. 


ak 


Commissioner, National Counter Corruption Commission (NCCC), Bangkok, Thailand. Formerly 
Professor of Economics, School of Development Economics, National Institute of Development 
Administration (NIDA), Bangkok, Thailand. 
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Program, and putting back the TICAL Scheme, the government has committed 
a grave error by maintaining the core principle of the SLF Program and tried to 
blend the spirit of the TICAL Scheme into it.’ The result has been a confusion that 
not only makes the present system difficult to understand, it also undermines any 
future attempts to recreate a proper higher education financing system. 


The paper by Dr. Somkiat and Khun Areeya (2008) has clearly demonstrated 
the weaknesses of the SLF Program. We have all heard of the abuses of this 
Program by the administrators of schools and universities in allocating quota 
funds to students who do not deserve them, overlooking or bypassing students 
who deserve them more. There were also abuses by students themselves who use 
their allowances for activities not related to their education. We have suffered the 
pains of seeing unsuccessful operation or implementation of this SLF Program as 
seen from the high level of delinquency and slowness in SLF loan repayment, and 
other problems from the fault of the system design, not counting the waste from 
enormous interest subsidies by the state through over-generous loan system as 
pointed out in a study by Professor Ziderman (2003) in 2003. 


I have done some studies on the performance of the SLF Program of my 
own, and the findings were not pleasing at all (see Krungthai Bank, 2005). For 
example, I found that in early 2005, the cumulative total of student borrowers 
whose loan debts have become due from the end of 1999 to the end of 2004 was 
almost one million cases. Out of this number, slightly more than 600,000 borrowers 
had paid their debts, leaving the total of almost 360,000 borrowers still not paying 
their debts by the time the debts were due. This level of non-performing loans 
(NPLs) constitutes almost 36 per cent of the total student borrowers whose debts 
were due. It is true that out of these NPLs, some had lodged petitions for delay in 
debt repayments, but their numbers were small.? So, the majority of these NPLs 
had never contacted the bank for debt rescheduling. While the percentage share 


' In truth, the only element from the original TICAL Scheme that is left at present is the classification 


of supported subjects into 6 categories with different tuition fees support, without minimum family 
income test for eligibility. The income-contingent repayment protocol is gone, and is replaced simply 
by the mortgage-type repayment scheme of the Student Loan Fund Program, which consists of 
two- year grace period after graduation, one per cent interest charge, 15 years to pay back the debt 
with increasing rates of repayment, and formal guarantee by parents of students (or other qualified 
guarantors). 

> For example, of total 339,438 cases of NPLs from 1999 to 2004, only 2,371 cases have applied 
for delay in repayment. 
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of NPLs to the total number of debt outstanding is large, it also has a worrisome 
distribution pattern. In six years from 1999 to 2004, there are still 2,724 cases (or 
12.4 per cent of the total number of borrowers) who did not pay their debts. This 
proportion of NPLs of course increases with the time, with the incidence of NPLs 
in 2004 as high as 46.8 per cent. I don’t have more current statistics than this, but 
it was widely reported in the news media in early 2008 that the number of students 
who failed to pay back their debts on time was a high as 90,000.* 


Most damning of all, perhaps, is the finding by Dr. Somkiat and Khun 
Areeya that the SLF Program has no significant impacts on the intention of client 
and non-client students to participate in higher education. What this says is that 
whether you have this program of not, it doesn’t affect the decision of high school 
leavers to go higher to get their higher education, probably with only the exception 
of the poorest group of families. The result of their study has also confirmed the 
fact that the supported students are not truly in need of this loan fund, or that the 
selection process was so bad that all kinds of students, poor and non-poor, are 
selected, or that the income threshold is too high, and so on. 


The paper by Professor Chapman and Khun Kiatanantha (2008) also briefly 
mentioned about the problem of the SLF Program through high interest subsidies. 
But while they have argued in favour of the new income-contingent loan scheme in 
comparison with the old SLF Program, they insisted that the TICAL Scheme is not 
without problems. They have shown that under the present repayment schedule of 
the TICAL Scheme (with a given, relatively high threshold or starting income and 
the length of payback period), the implicit interest rate subsidies can be as high as 
30 to 40 per cent. Although this is still lower than the estimated 65 to 67 per cent 
of the rate of interest rate subsidies under the present SLF Program, it is still quite 
high. The paper suggests proper funding alternatives, by charging positive interest 
to the new income-contingent loans, and the adoption of low threshold income for 
repayment purpose. These points are reasonable and well accepted by those who 
are in charge of the TICAL Scheme at present. For example, it has been agreed that 
the indexation of stock of debts to maintain constant value of debts through time 
may be replaced by some positive interest rates that reflect real market conditions. 


3 And in order not to lose the indebtedness of these students through statute of limitation in the 


Civil Code (which is 5 years), the Student Loan Office is forced to hire hundreds of lawyers to sue 
these students in civil courts, spending more than 400 million baht each year for these legal services. 
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And the high income threshold to start repayment may actually be corrected, either 
by lowering it outright, or simply by maintaining a relatively fixed level of this 
threshold through time. In other words, by keeping this threshold income level 
fixed for a long time while the price and wage indices keep on rising, this can be 
an indirect way of dealing with the problem brought about by the two authors. 


However, it should be mentioned that the problems for the successful 
implementation of the TICAL Scheme do not lie with the issues of interest rate 
subsidies and the beginning of repayment period. These two parameters can be 
adjusted or altered quite easily. If I am not mistaken, the most difficult problem 
that can spell life and death of an income-contingent loan system according to 
Professor Chapman is the collection of repayments of students’ debts. I certainly 
agree with him on this. But despite my repeated assurance to him that this is 
one of the least critical problems in the Thai system, he doesn’t seem to take my 
words for it. Twice in his paper that he co-wrote with Khun Kiatanantha, he made 
a reference to this point. One on page 3 he said: “We are unable to ascertain with 
complete certainty if potential Thai collection arrangements are such as to enable 
efficient and fair collection of an income-contingent loan,...”, and again on page 
30, he said: “It is unclear to us whether or not the Thai income tax and/or pension 
collection schemes are such as to make effective and operative the collection of an 
income-contingent loan”. I know Bruce meant well for Thailand, but a statement 
like this gives unnecessary ammunition to opponents and detractors of the Thai 
TICAL system. It says: Look, even the World expert on an income-contingent 
loan doesn’t believe in the viability of the Thai ICL system. I wish I know how to 
convince him more on this point. 


If collection issue is not my most worrying point of concern in the Thai ICL 
system, what is, then? Of course there are more than one points of concern about 
the successful planning and operation of the ICL system for Thailand, and I will 
list some of them here. First, | am concerned about the cost of higher education 
that does not reflect the true resource cost of the economy. We all know that the 
costs of education in public universities are highly subsidized in Thailand, which 
have brought much malaise in the Thai university situation such as failure to keep 
good and able people in the university teaching profession, failure to stimulate 
students to excel in their studies—to get their money’s worth, failure to compete 
for excellence in higher education because there is not much distinction in the 
quality of each university, and so on. By raising the costs of higher education 
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that reflect true resource costs of the economy, not only that efficiency in higher 
education will certainly increase, it will also help reduce inequity in the Thai 
system because the government can raise more money to pay for higher education 
of poorer students. The creation of a loan system that is available to all able 
students to be paid back in the future according to their income is of course 
designed to take care of the problems of this expected increase in tuition fees. 


Second, I am concerned about the neglect of other requirements for the 
successful implementation of the proper TICAL Scheme. Varying fees and cost 
sharing by students are not the only conditions for an appropriate ICL scheme, 
but it should also include the astute enforcement of quality control of higher 
education. The easy access to higher education facilities and services must not be 
met by lax quality of education. On the contrary, quality of higher education must 
be assured through stringent control and monitoring. Moreover, the ICL system 
which involves the demand side of higher education must be supplemented by 
equally efficient supply side of higher education financing, that is to say, by a 
separate system on university research funding and other university academic 
supports. This may require wrestling some control of government budget and 
budgeting procedures from the powerful Bureau of the Budget which is something 
not easily done. 


Third, there are political problems that can run within and outside university 
systems. Within universities, rectors and presidents often are subject to staff and 
student pressure and factions that stall or slow any changes required in a proper 
ICL scheme. Outside universities, students’ parents and other government and 
non-government organizations may exert pressure on university administrations, 
making them unable to make any change quickly, if at all. Some universities may 
prefer status quo because it does not involve any risk taking, and a new ICL system 
certainly can be looked upon as a new system that can be risky. 


After going through the pros and cons of the old and new systems of 
higher education financing in Thailand, taking into account the ebbs and flows of 
political, social, institutional, and emotional changes in the last five or six years 
of the SLF and TICAL saga, I have come to a personal conclusion that we are in 
a worse condition with regards to higher education financing today than where 
we were before. Five years ago, we had decided that the SLF Program was bad 
and something needed to be done to it, and we had agreed on an experimental 
ICL scheme that had gone through various stages of public hearing and debates, 
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and preparations for its eventual acceptance and operation. To achieve this, one 
pre-condition must be observed: the SLF Program must be terminated, and I think 
we did it. However, the coup of September 19, 2006 saw the virtual death of the 
TICAL Scheme rather than the death of the SLF Program. The dead body of the 
SLF Program was given a new lease on life by the Interim Surayud Government in 
2006, only to be attached with another resurrected dead body of the TICAL Scheme 
in 2008 under the present Samak government to result in something similar to a 
Frankenstein Monster today. 


So, like in the movie, the present new SLF Program will be like Frankenstein 
Monster who will eventually wreak havoc to the whole higher education financing 
system, and will hurt everyone around it. The only way out is to get rid of this 
monster completely. The SLF Program in its present form must be abolished 
before any hope of peace and harmony could return. To continue the SLF Program 
is not only counter-productive but downright dangerous and wasteful. It makes no 
sense at all to revive and operate the TICAL Scheme in its current highly corrupt 
form. We must return to the situation just before February 2006 if any hope of a 
viable higher education financing system is to be possible. 


I should end my comment this morning with a personal observation that 
has been bothering me a lot in the last several years. I keep wondering why the 
government is allowed to come up with many bad and inefficient policies all the 
time without any of us, the citizen outsiders, could do anything to stop them. And 
even it has been proven time and again that a certain policy brings about losses 
and damages to the society and economy, we still allow the government to carry 
out or carry on those policies. We seem to accept the political doctrine that once 
the government has the majority power from the people, it has the right to do 
anything. A good case in point is when the government decides to carry out the 
price support or price intervention programs of some commodities such as rice 
or sugar, this almost always leads to various kinds and levels of corruption. Still, 
these price support or price intervention programs keep coming back year after 
year despite proven failures. Can we accept that the government has an absolute 
power and prerogative over the determination and implementation of any policy 
it so chooses? The continued practice and implementation of the SLF Program 
despite its proven inefficiency and inefficacy can be looked upon in the same way. 
Why do we continue to tolerate the execution of bad policies? Can we not do 
something about it? 
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Recently I have found that there are some changes in the Thai society 
that may give rise to the solutions to my problems above. These changes are in 
the forms of various ways in which the judiciary and quasi-judiciary bodies and 
organisations have begun to exert their roles and influences on the running of 
government public policies. There are many good cases in point. One is the revoke 
of the privatization of the Electricity Generation Authority of Thailand (EGAT), 
and the other is the injunction to stop the Joint Communiqué on Pra Viharn Temple 
of the Thai Cabinet. All these are the actions of the newly-created Administrative 
Courts and Constitutional Court. Of course many ministers, and some academics, 
have come out to protest the encroachment of the judiciary power on the realm 
of executive power. But, to be fair, if the government has conducted itself (and 
its policies) properly, this intervention to protect public interest by the judiciary 
power would not have happened. These events should serve as a caution to state 
officials including those who are now running the SLF Program to be aware of the 
fact that to continue running bad public policies that cause damages to the society 
could get you in trouble without you knowing it. 
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GOVERNANCE ISSUES AND 
THE NATIONAL PLAN OF THAILAND* 


Medhi Krongkaew™ 


1. Introduction: The Need for People’s Participation in Development 


The economic development of modern Thailand is said to have started with the 
launch of the First National Economic Development Plan in 1961. Since then 
the country has gone through a series of seven plans, with the current 8" Plan in 
operation since 1997 and will end in 2002. This 8" Plan can rightly be called a 
reformed plan, as it is much different from earlier plans. First of all, the emphasis 
of the plan has changed from basically economic expansion or stabilisation which 
had characterised almost all of the previous seven plans, to the quality of life of 
the Thai people. In short, the 8 Plan is often known as the Plan About People.! 


Paper submitted to the International Conference on Policy Reforms, Growth and Development, 
organised by the Applied Econometric Association, Meknes, Morocco, 20—22 September 2001. 


* Former Director of Institute of East Asian Studies, Thammasat University Rangsit Campus, 
Pathum Thani, Thailand, and currently Visiting Research Fellow, Center for Southeast Asian Studies, 
Kyoto University, Kyoto, Japan. 


Author’s Note: This is one the earliest research paper that I wrote on corruption-related issues. But 
corruption, per se, was not then a big issue yet. So, this paper reflects the state of my thought on this 
issue at that time. 


! For an account and analysis of the main characteristics of the 8" Plan is, for example, Medhi 


Krongkaew, ‘The Methodological Underpinning of the 8" Plan’, paper presented at the First 
Workshop on Development Indicators for the 8" Plan, organized by the Development Evaluation 
Division, NESDB, Bangkok, 7 November 1996. 
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Second, the plan was completed after an extensive vetting from the public at 
large at all stages of plan preparation. And third, it has a built-in process of 
self-evaluation, something that had never existed in earlier plans. 


There are 7 strategies in the 8" Plan (see Box 1). In this paper, only 
Strategy 6 will be selected as the subject of discussion and analysis. Strategy 6 of 
the 8" Plan heralds a new thinking about how a proper economic plan should be 
conceived and implemented in Thailand in a globalised world of the 21‘ Century. 
This Strategy is about the development of governance defined by the NESDB 
as the development whereby people and the state share responsibilities and have 
compassion toward each other, with innovative and collaborative relationships, or 
by the UNDP as the exercise of economic, political, and administrative authority 
to manage a country’s affairs at all levels. It has been recognised that good or 
sound governance can act as an effective catalyst for good or sound development, 
in identifying frameworks and mechanisms and channelling communications to 
all members of the society, as well as having natural and human resources at 
the country’s disposal to implement social change. But, as the NESDB admitted 
in the introduction part of this strategy, under previous administrative system, 
the government sector set directions for implementation with no involvement 
or participation from the public. In many instances, the centralised approach of 
Thai development has led to political conflicts and confrontation between people 
and the government. A major change in the country’s governance is in order. 


Strictly speaking, one cannot say that the past development efforts of 
the Thai government were not without participation from the people. All the 
development plans and major economic policies must be deliberated in, and 
receive the approval from the parliament which represents the overall interest 
of the Thai people. But the real question is how effective this representation 
is, or even whether the Thai parliament truly represents the interest of the Thai 
people at all. The problem may go one step further: before the plans or policies 
are debated in the parliament, how they were determined, who were involved, 
who made the decisions, and so on. For example, it was widely accepted that 
all national economic and social development plans up to the present (the 8" 
Plan) were conceived and prepared by the staff of the NESDB with only token 
participation from few academics and technocrats from outside. The preparation 
for the 8th Plan had changed all that, and an extensive cross-section of the Thai 
people had had a chance to participate in the drafting of this current plan. This 
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was a real-life episode of governance in Thailand, the participation of the people 
in the process of development. 


But there is more. Strategy 6 of the 8" Plan specifically ensures that the 
governance issues are incorporated into the implementation of this Plan. The major 
objective of this paper is, therefore, to discuss the nature and implications of these 
governance issues, and to suggest and select some indicators that can be used to 
measure the success or failure of governance in the context of the 8" Plan. In what 
follows, Section 2 discusses the UNDP principles of governance for sustainable 
human development, to be followed by the analysis of the governance strategy 
contained in the 8" Plan itself, and an alternative way to address the issues of 
governance. In each aspect of the governance, a list or series of indicators will be 
suggested and rationales given as to why they were selected. In Section 3, ten such 
indicators will be further selected from the list to be included in the final group of 
indicators that may be used to monitor and evaluate the outcomes of the 8" Plan. 


2. Governance in Various Contexts 
2.1 UNDP Approach to Governance Issues 


Perhaps no other international organisations have been more concerned about 
governance issues than the UNDP. Since the publication of its first Human 
Development Report in 1990, the UNDP has become the champion of a 
widely-accepted concept of sustainable human development, and its Human 
Development Index (HDI) has continued to be accepted as another indicator 
of development, supplementing the traditional growth rate of GDP. Although 
governance indicator is not included in the final HDI, its importance and relevance to 
sustainable human development is more than assured. Indeed it could be stated that 
the purpose of governance is to sustain human development. And if one recognises 
that the mission of UNDP is to promote sustainable human development, UNDP 
and governance become identical.* 





> Mr James Gustav Speth, UNDP Administrator, stated in a presentation to the Executive Board, 


“just as poverty eradication should be UNDP’ primary end, the first of the patterns of UNDP’s 
action—capacity building for effective, sound governance—should be UNDP’s priority means. 
None of the priority goals for UNDP support will be possible without sound, competent and capable 
governance—governance that can achieve sustainable human development—Governance should be 
central to all UNDP’s work.” 
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Table 1: UNDP Priority Areas for Governance and Suggested Indicators 


Priority areas Suggested indicators 





1. Improvement in governing institutions 


¢ Legislature No of laws passed in one parliamentary sitting 
No of parliamentary questions answered in one session 
Average attendance of members of parliament 


¢ Judiciary No of court cases completed within a time period 


¢ Electoral process Index of popular satisfaction from a given election 





2. Public and private sector development management 





¢ Leadership, policy Average educational levels (number of years of formal 
development and schooling) of government leaders (ministers) 
management of change 
* Civil service reform Salary gap of a typical job in public and private sectors 
No of complaints against civil service from the general 
public 
¢ Economic and financial Index of economic liberalisation 
management 
¢ Urban management Change in travel time in a given city 
3. Decentralisation Change in locally-collected revenue 





4. Civil society organisations | No of NGOs 
Total budgets of NGOs 





In its policy document entitled “Governance for Sustainable Human 
Development”, UNDP defines governance as the exercise of economic, political 
and administrative authority to manage a country’s affairs at all levels.> Sound 
governance, therefore, describes governance that is, inter alia, participatory, 
transparent, accountable, effective, equitable and that promotes the rule of law. 
There are at least five major organisations or identities involved in the issues 
of governance, the state, the public sector, the private sector, the civil society 
and the individuals. The individuals are citizens of a country, and together with 
other individuals either alone or in groups, form a civil society. Civil society 
is also defined to include formal and informal enterprises in the market place 





3 UNDP, “Governance and Sustainable Human Development”, A UNDP Policy Document, 


Management Development and Governance Division, October 1996, p.5. 
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such as commercial firms, banks, self-employed merchants and traders as well as 
employed labour. What is not included in the private sector would fall under the 
public sector whose institutions would be known as the state. So, the state and 


the public sector are often classified as belonging together in one group, whereas 


the private sector and civil society are often classified together in another group. 


UNDP distinguishes the following core characteristics of sound governance:* 


Participation. All citizens have the opportunity to have a voice in 
influencing decision-making, either directly or through legitimate 
intermediate institutions that represent their interests; such broad 
participation is built on freedoms of association and speech, as well as 
capacities to participate constructively. 


Rule of law. Legal frameworks are established that are fair and enforced 
impartially for all citizens. Particularly important are laws related to 
human rights. 


Transparency. Processes, institutions and information bases are directly 
accessible to those concerned with them, or sufficient information is 
provided to enable those concerned to understand and monitor them; 
transparency is built on the free flow of information. 


Responsiveness. Institutions and processes attempt to serve all their 
stakeholders optimally, given limited resources. 


Consensus orientation. Sound governance mediate differing interests 
to reach broad consensus on the nature of what is in the best interest of 
the good of the group and, where possible, on particular policies and 
procedures. 


Equity. All people have access to opportunities to improve or maintain 
their well-being. 


Effectiveness. Processes and institutions produce results that meet needs 
while making optimal use of resources. 





4 


The following descriptions are reproduced from UNDP Policy Document on Governance and 


Sustainable Human Development, pp. 6—7. 
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e Accountability. Those who make decisions in government, the private 
sector and civil society organisations are accountable to the public as 
well as to institutional stakeholders; the precise nature of accountability 
differs depending on the institutional level, whether it is internal or 
external to an organisation, and the societal sector, e.g. government 
bureaucracy, political bodies, business, or civil society organisations. 


¢ Long-term vision. Both leaders and the broad population have a 
long-term perspective on sound governance and human development 
along with a sense of the requisites of such development. 


Under the general framework of sound governance mentioned above, four priority 
areas have been identified for UNDP governance programming. These four areas 
are: 


1. Governing institutions: the legislature, the judiciary and the electoral bodies 


UNDP believes that effective governance requires well performing public 
institutions, such as parliaments, legal and judicial systems, and open electoral 
processes. Representative parliaments with members chosen through free and fair 
multi-party elections is an important vehicle for people to participate in government 
processes, as well as a mechanism to hold public officials accountable. Effective 
legal and judicial systems provide for the rule of law and the protection of human 
rights. Free and open elections confer political legitimacy to the government 
from the electorate. Independent and unbiased judicial systems provide a balance 
to the people in a fair system of government. And so on. What these governing 
institutions signify is that each of these branches of government must be capable 
of performing its duties properly. 


2. Public and private sector development management 


UNDP has been known for its strength in management development. In the 
context of sound governance, management of the public sector has been given 
high priority because it is the primary vehicle of governance to achieve sustainable 
human development. Public institutions and organisations should be supported 
so that they could carry out their governance functions and responsibilities more 
effectively, especially those of accountability, transparency and predictability. 
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Civil service reform ranks high among sets of public policy reforms to boost up 
effectiveness in governance of the public sector. Sound economic and financial 
management is always regarded as a necessary condition for a strong economy 
which provides a basic support to sustainable human development. Many sub- 
areas may be included: macroeconomic policies, the management of the external 
sector, the regulatory market framework and privatisation, social welfare systems, 
and resource management. As modern growth is inextricably linked with the 
growth of cities, urban management has become an important policy area that 
requires closer attention. Finally, the private sector needs be given a greater role in 
the determination and management of public policy for a simple reason that they 
could provide a more efficient approach to solving the development problems. 


3. Decentralisation and support to local governments 


There are many things that decentralisation could do. Decentralisation facilitates 
people’s participation, equitable distribution of developmental benefits, 
involvement of women and civil society organisations, and access to resources 
and services. UNDP support for decentralisation frequently involves assisting 
governments in transfers of authority and resources from the central government 
to regions and local governments, strengthening the organisation and capacity of 
local governments especially in the development of skills for planning, accounting 
and project management. 


4. Support to civil society organisations 


As the people are at the centre of the development process, support to civil society 
organisations has become a natural consequence of public policy development. 
Organisations in civil society include NGOs, labour unions, media, professional 
associations, special interest groups, and informal groups. UNDP has recognised 
that these organisations play an active role in governance by influencing public 
decisions that affect the interest of their members, particularly development 
priorities, service delivery and use of public resources. 


What then can be said about appropriate indicators for the measurement of the 
success in governance issues? Certainly one can go back to the four priority areas 
and figure out those appropriate indicators. 
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2.2 NESDB Approach to Governance Issues 


Chapter 7 or Part 7 in the 8" Plan document contains a full discussion on 
how NESDB would tackle the governance issues. It began by recognising the 
important role of the governance sector as a catalyst in identifying frameworks 
and mechanisms and channelling communication to all members of the society, 
as well as having natural and human resources at its disposal to implement social 
change. The direction for the development of governance is clear: the capacity 
development of the state to foster the potential and capacity of the people, the 
encouragement of friendly relations between people and government officials, and 
the enhancement of public participation for sustainable economic, social, cultural 
and environmental development. Six areas have been initially selected out for 
specific development: (1) development of legal aspects of human potential and 
opportunity; (2) development of legitimate social environments; (3) enhancement 
of the rural people and rural development; (4) capacity and efficiency development 
of the economic system; (5) improvement of natural resources and environmental 
management; and (6) development of implementation system. In the subsequent 
section, however, the list has been further modified to include fewer objectives and 
more clearly defined activities. 


Thus, the four specific objectives of the development of governance in the 
8" Plan are given as follows: 


1. To foster wider application of the rule of law in state administration and 
development activities in every sector of society; 


2. To encourage participation by all sectors in society in government 
activities, especially in national development; 


3. To increase government efficiency in administration of national 
development; and 


4. To encourage consistency in development administration both in policy 
and practice. 


The first objective aims at providing stronger legal bases for the participation 
of the people in national development affairs, which includes assuring rights and 
freedom of the people, and resolving conflicts through peace process. The second 
objective aims at creating a better atmosphere and conditions for participation 
in development process of every sector. The third objective takes a critical look 
at the role of the state and suggests that the efficiency in the government sector 
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be improved. Finally, the fourth objective aims at creating greater consistency in 
government administration. 


Table 2 suggests a list of indicators along the line of four objectives of 
governance mentioned above. It may be seen that this list is only cursory as the 
weight of each objective may be (or should be) different. For example, the issues 
of efficiency reform of the government sector may be very critical for the overall 
success of governance and indeed needs to be undertaken first before any other 
objectives would have any chance of success. In other words, if the government 
sector is inefficient, no amount of encouragement of greater people participation 
in development affairs would lead to any meaningful outcomes. But reforming the 
civil service is a major undertaking, something that may not be possible within the 
present 8" Plan, if at all. Therefore, this point must be realised while discussing the 
prospective governance indicators. 


Table 2: Suggested Indicators for Strategy 6 and Rationale for Selection 





Description of strategy Suggested indicators Rationale for selection 





1. Fostering principles of 
legal justice and enabling 
environment that encourage 
people participation 


Measure the awareness of 
political rights and freedom 
of the people under the 
constitution 


Per cent of votes cast in various 
elections 


1.1 Assuring rights and 
freedom 


1.2 Resolving conflicts 
through peace process 


1.3 Capacity enhancement of 
people and social energy 


No. of complaints raised by the 
people. 

No. of complaints against 
public officials on corruption or 
irregularities. 

No. of complaints from 
consumers 

No. of stop-work strikes 








The size of mass media measured 
in terms of no. of magazines, TV 
and radio programs, 


Monitor and check 
mechanisms for conflict 
resolution through legal 
means and measures 


Measure the process of 
social conflict resolution 


The greater exposure of the 
people through mass media 
in order to generate greater 
concerns about solving 
community, social and 
national problems together 
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Table 2: Suggested Indicators for Strategy 6 and Rationale for Selection (cont.) 





Description of strategy 


Suggested indicators 


Rationale for selection 





2. Participation in 
development process of 
every sector 


2.1 Forming partnership for 
development 


2.2 Create balanced 
participation in development 


2.3 Encourage participation 
of local community in 
development 


2.4 Potential enhancement 
of non-governmental and 
people organisations 


3. Efficiency enhancement 
of government sector 


3.1 Adjust administrative 
roles of government sector 


3.2 Improve budget process 


No of community groups 
established within province 


No of meetings of Provincial 
JPPCCs. 


councils within each province 

¢ Size of central government 
budget to support Tambon 
Development Committees 

¢ Amount of general subsidies to 
provinces 


No and growth rate of increase in 
NGOs annually 

Amount of budget to support 
NGOs 

No of workers in NGOs annually 
Amount of loans to local public 
by government agencies 


Budget per head of public 
officials and its growth rate 


No of TAOs established in a year 

« Amount of local revenues 
collected 

« Amount of budget allocation 
per head of local population 

¢ Amount of lump-sum subsidies 
from central government to 
local governments 

¢ Proportion of civil servants 
in central administration 
as compared to local 
administrations 


Measure development 
participation 


Measure participation 
from the private sector (in 
economic areas) 


Measure decentralisation 
from the centre to the 
countryside 


Measure participation in 
solving group problems 


Measure the efficiency in 
public sector management 
relative to the size of the 
government 


Measure the decentralisation 
of management from the 
centre to the regional or 
local areas 
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Table 2: Suggested Indicators for Strategy 6 and Rationale for Selection (cont.) 





Description of strategy 


Suggested indicators 


Rationale for selection 





3.3 Upgrade provincial 
officials 


3.4 Establish indicators and 
evaluation process 


3.5 Create administrative 
responsibility 


3.6 Promote transparency 


3.7 Adjust public 
management policies 


4. Create consistency in 
government administration 


4.1 Create collaborative 
partnerships to identify 
national directions 


4.2 Foster knowledge of 
public policies to develop 
shared visions 


Note: 
Source: NESDB 


* Proportion of state subsidies to 
state enterprises 
« Amount and growth rate of 


investments in infrastructure by 


the private sector 


No of projects jointly proposed 
by public and private sector 


Changes in public expenditure in 
each government 


No of meetings between public 
organisations and private 
organisations (not including 
JPPCC meetings) 


Amount of budget allocated for 
personnel in the public sector 


Measure adjustment in 
public policy management to 
encourage the private sector 
to invest in infrastructure 
projects 


Measure the transparency in 
development management 
of the public sector through 
public scrutiny 


Measure the continuity 
in development policy 
determination 


Measure participation in 
public policy decisions in all 
sectors 


Improve the skills in policy 
making and management by 
government officials 


This table is from the contribution of Mr Manus Vanichanont 


2.3 Rights and Duties (R & D) Approach to Governance Issues 


The formation of a modern state can be the end result of a long process of 
negotiations, trial community living, conflicts and subsequent resolutions, conquest 
and unification, and so on. Political theorists such as Thomas Hobbes, John Locke 
and Jean-Jacques Rousseau had tried to construct a theory to explain such process 
of state formation in terms of an agreement or ‘contract’ among the people in the 
same society, a theory which later became known as Social Contract Theory. Take 
Rousseau, for example. He agreed with Hobbes that the life of man in the state of 
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nature is ‘poor, nasty, brutish and short’, but that was not the fault of nature but of 
human society. Solitary man in nature was good, happy and free, but the vices of 
men began when they formed societies, when the right to property became more 
clearly defined but at the same time leading to inequality, jealousy and conflict. For 
a civil society to develop, men must enter into a social contract where men will 
exchange their independence for political freedom and liberty. Rousseau argued that 
such freedom and liberty could be found only in obedience to a self-imposed law. 
They do so out of the belief in ‘general will’, the will that supports public, common 
or national interest which will not falter even if it sometimes conflict with personal 
interest. Like Hobbes, Rousseau believed that under the social contract, men 
willingly gave up their rights to the community, or more accurately, they exchanged 
their natural rights for civil rights which were better because they are legitimate and 
enforced by the collective force of the community or the state. In a civil society, 
men find peace and protection of their rights to property in exchange for personal 
independence and by acceptance of some social obligations or certain ‘duties’. 


The concepts of rights and duties in modern governance, therefore, dated 
back to the original theory of the formation of state. They are the concepts that lie 
at the bottom of strong foundation of civil society, not to be usurped by short-term 
social and political trends. For example, there were times when the community 
or state usurped the social balance by demanding more duties from its citizens 
without giving commensurate level of rights. In this case discontent among the 
citizens will ensue leading to effective movement to change the government. 
Or, the civil society may become very strong and demand extensive rights from 
the state without corresponding duties back to the state. Both of these extreme 
situations are not good. Sound governance calls for a balanced interplay of rights 
and duties from the state, the public sector, the private sector, the civil society 
organisations, and the citizens. 


In Table 3, we have attempted to suggest activities that fall under the 
description of rights and duties of the state, the public and private sectors, the 
private sector and civil society organisations, and the citizens at large. So, to live 
and work in harmony in a modern society, every citizen in that society has basic 
rights to be treated equally with all others in the society, the rights to basic level of 
well-being, while at the same time, having basic duties to perform to the society, 
to follow the collective instructions of the social leaders acting on behalf of the 
society. 
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3. Selected Indicators for Governance 


The three approaches to the study of governance give us a lot of ideas how 
appropriate indicators could be selected. But the problems in practice are always 
different from problems in theory. Many of the indicators suggested in Tables | to 
3 may not be possible to have because basic data are not available. When data are 
available and indicators could be constructed, there may be a great number of them 
which pose another problem of what to be included, what to be rejected. Finally, 
there is this classic problem how to rank or weigh these indicators if not all of them 
are not of equal importance or relevance. 


In this study we will adopt our usual procedure of selecting ten indicators 
for each strategy, at least in the beginning, and will try to reduce the number 
of indicators further later. These ten indicators will reflect four major areas of 
concern about governance, namely efficiency in electoral process and legal and 
policy making systems; public and private sector development management and 
civil services reforms, administrative and fiscal decentralisation, and support to 
civil society organisations. The ten indicators are as follows: 

1. Percentage of voter turnouts at various elections 

2. Average percentage of MPs attending normal parliamentary sessions 

3. Average number of meetings of Tambon councils or Tambon 
Administrative Organisations (TAOs) in each province 

4. Number of meeting between public and private sector in JPPCC 

5. Salary gap of a typical person with the same qualification in public and 
private sector 

6. Average local revenue collected per Tambon in each province 

7. Share of central government budget going to rural areas, compared to 
urban areas 

8. Average budget of NGOs 

9. Amount of state budget support to NGOs 

10. Index of popular satisfaction of the people in government administration 

(at some regular interval). 
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Briefly, the rationale for the above selection is as follows: 


1. Voter turnout: The higher voter turnout could be seen as an indication of 
political interest of the electorate. Ina system whereby voting in the general election 
is compulsory, as in the case of Thailand under the current 1997 Constitution, this 
people’s political interest may be misrepresented somewhat, but as the penalty of 
not voting for the general public is quite mild, the actual voter turnout could still 
be used as an effective indicator of the people’s political interest. The higher level 
of this interest would force the politicians to be more honest and efficient in their 
work. 


2. Parliamentary attendance: Thai parliamentarians are notorious for their 
failure to attend regular sessions of the parliament. In the past where government 
ministers and other executive-branch political appointees were drawn from the 
legislative-branch members of parliament, this non-attendance could be explained 
by the fact that these ministers and political appointees had to take care of their 
executive-branch duties. Under the new Constitution, however, these two branches 
are separated. Therefore, there is little excuse for the law-makers not to attend 
parliamentary sessions as in the past. The size and frequency of attendance is a 
reflection of the seriousness in public affairs of the country’s law-makers. 


3. Local government activities: Good governance must also spread to 
the countryside. The current new Constitution gives a very strong support to 
decentralisation, therefore, various forms of local governments should prosper 
under this new Constitution. The number of meeting in a given time period of 
the most basic forms of local governments, the Tambon Administrative Councils 
and the Tambon Administrative Organisations, should represent the activity level 
of these local governments. The more active local governments should reinforce 
more political consciousness at the national level. Hence, better governance. 


4. Public-private sector cooperation: Good governance also calls for greater 
participation of the private sector in the affairs of the state. This is to generate 
greater efficiency in public administration as well as to speed up implementation 
of public policies where popular participation is greater. The Joint Public-Private 
Consultative Committee (JPPCC) is a long-established body set up for greater 
public-private sector cooperation. A more frequent activity there should indicate 
improved governance. 
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5. Public-sector salary structure: It has often been argued that corruption by 
public officials is brought about by low salary scale of these officials. If this is so, 
then an increase in public salary should bring about a reduction in corruption. But 
this salary structure cannot be considered alone but must be seen in the context of 
the same structure in the private sector. There should not exist too much disparities 
between these two structure for a better governance situation. 


6. Local government revenues: A corollary to earlier indicator on local 
government activities, this indicator should depict efficiency in local government 
administration. At present, most local governments in Thailand depend on the 
central government’s subsidies for the local government operations. In the near 
future, these governments will have to look after themselves more. An appropriate 
level of local-levied revenues may be acquired after an earlier period of trial and 
errors. 


7. Central government support: While the local governments are expected 
to become more active in their role in local governance, the central government is 
not expected to totally cut itself off from helping the rural areas. Here, a relative 
support from the central government to rural areas compared to urban areas 
should provide an indication of the redress of urban bias which often afflicts most 
developing countries. 


8. NGO’s role: In Thailand, as in many other countries, many NGOs 
have been effective in monitoring the work of the government for efficiency, 
transparency and accountability, and in protecting the interest of the minority and 
the environment. Their effective existence is often a sign of good governance in 
that country. Their relative roles could be measured by the size of the budget they 
could operate on each year. A number of typical or representative NGOs could be 
earmarked for this change in the NGO’s role through time. 


9. State support of NGOs: Whereas NGOs mainly look for sources of funds 
and financial support themselves, the level of support of the State to NGOs could 
be seen to be a good sign of good governance. NGOs tend to be more flexible in 
their work and not bound by official rules of bureaucracy, and as such they can be 
more effective in the management and administration of certain public policies. 
A greater government support to NGOs should go a long way toward building up 
good governance. 
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10. Popular satisfaction: Finally the government may be judged by whether 
it has made the life of the people better or worse. In an open system, the government 
must also be open in its implementation of public policies. The people can judge 
this on a regular basis through a satisfaction index. This is a kind of systematic 
opinion poll that is based on a long-term commitment. 


4. Concluding Remark 


In this paper I have attempted to define good governance and explain how the Thai 
government is trying to generate good governance through its 5-year economic and 
social development plan. After discussing the main principles and the rationale for 
good governance, the paper suggests a series of 10 indicators that can be developed 
and used for measuring or monitoring the good governance of the Thai government. 
I must hasten to point out that these 10 indicators certainly are not the complete list 
of things that a Thai government must do to increase the level of good governance, 
but these 10 indicators could be a starting point in which a more serious, and 
widely accepted list of good governance indicators could be developed. In the 
case of Thailand, the peaceful and democratic enactment of the new Constitution 
of 1997 is already a good sign of good governance in Thailand. The outcomes and 
results of the recent general election in Thailand in early January 2001 are the other 
indication of good governance in Thailand. Although it has often been alleged that 
the election in Thailand still has a lot of irregularities, compared to the situation in 
the past, it must be said that the situation has improved enormously (from blatant 
vote buying practices in the past). While the economic crisis has dampened the 
spirit of the 8" Plan on good governance somewhat, it is expected that toward the 
end of this 5-year plan, the economy will fully recover, and the emphasis on good 
governance will again receive its due attention. 
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BOX 1: ECONOMIC STRATEGIES OF THE PRESENT NATIONAL PLAN 
OF THAILAND 





e Strategy 1: The Thai people who are the most important target of 
development must be given the most attention from all concerned to 
increase their well-being and quality of life through increasing their 
physical and intellectual capabilities (health, education, and so on). 


e Strategy 2: The families of the Thai people must be supported and 
promoted through the creation of proper social environment conducive 
to harmonious life with less conflicts and uncertainties. 


e Strategy 3: The areas or locations where the Thai people and their 
families live will be given a more equal opportunity to develop on their 
own, with full participation from all parties. 


e Strategy 4: The economy under which these people live will be 
strengthened so that it can provide necessary and sufficient support to 
these people, and this will be done through increased competitiveness in 
the Thai economy which is one of the best ways to make the best use of 
the scarce resources for the best outcomes. 


e Strategy 5: The natural resources and the environment must be managed 
in such a way that they could sustain the pace of present and future 
development. 


¢ Strategy 6: The relationships between the Thai government and the Thai 
people will be redefined such that the people are given greater and more 
efficient opportunity to participate in the policy making process and the 
implementation of such policy. 


e Strategy 7: Perhaps as a consequence of the redefinition of the State- 
People relationship, the New Governance, the State organisation and 
mechanisms will be reformed to perform its function better and more 
efficiently. 
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NEW DIRECTIONS IN ANTI-CORRUPTION MOVEMENTS IN 
THAILAND: LESSONS FOR EAST ASIA?* 


Medhi Krongkaew™ 


1. Introduction: the Coup in September 


The coup on September 19, 2006 in Thailand was a complete surprise to most 
Thais. Although the political conflicts between Mr. Thaksin Shinawatra and his 
numerous groups of protractors and protesters had run for more than six months, 
few would believe that the end of these conflicts would come in the form of a 
military coup d’etat. The support of Mr. Thaksin, while increasingly eroded 
among the intellectual and middle class of Bangkok, was still very strong in 
the countryside (and also among the working class of Bangkok). It appeared, in 
mid-2006, that the involvement of the judiciary in this political deadlock could 
show a way out, but many still had doubts whether blood would have to be shed 
first before political calm could ensue. The situations were utterly confused and 
uncertain in the beginning of September 2006. 





Revised version of the paper presented at the Conference on Korea and East Asian Regionalism 
organized by the Department of Sociology and the Korean Studies Center, Georgetown University 
in Washington DC, 14-15 December 2006. 


Author’s Note: This research paper was written during the first two months after I was appointed a 
commissioner in the NACC in late September 2006. So it reflects the state, the practices, and legal 
foundations of the NACC at that time. The situations had changed many times during the last ten 
years, and are still changing in late 2017. However, this paper gave us the picture of what had existed 
then, and can be used as a benchmark to compare with the situations today. 


* Commissioner, the National Anti-Corruption Commission of Thailand. Formerly Professor of 
Economics, School of Development Economics, National Institute of Development Administration 
(NIDA). 
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So were the situations concerning the resurrection of some Constitutional 
Independent Organisations (CIOs) set up to monitor and check the activities of 
the government. One of these CIOs is the National Anti-Corruption Commission 
(NACC)'. Since October 2004, the country was without the nine counter-corruption 
commissioners whose main tasks were to investigate the wrongdoings of 
politicians and state officials, and promote good governance in the public sector. 
It was unfortunate and regrettable that these nine commissioners were involved in 
malfeasance case of raising their own salaries in contravention of the legal power 
that they thought they had, and were eventually charged with criminal offence by 
the Special Court for Political Office Holders and lost their offices. The process 
of selecting the new NACC proceeded very slowly and labouriously.* One full 
year was passed without the Senate being able to appoint the new NACC. Due 
to irregularities in the selection of candidates for the new Commissioners, the 
selected list of would-be Commissioners was rejected by the Royal Household 
Office, and the selection process had to start again in February 2006. Still problems 
occurred with regards to the qualifications of some of short-listed candidates, and 
case had to be submitted to the Constitutional Court in August 2006 to decide. 
The verdict, and possible solution and finalization of the selection process, was 
scheduled on September 25, 2006, the date of decision by the Constitution Court, 
but this was not to happen because the coup had struck about a week earlier. 


Ironically, instead of the process being stalled by this unscheduled event, 
the coup actually made it possible to reconstitute the new NACC in a much quicker 
fashion. The 1997 Constitution of Thailand was of course abolished by the coup, 
but the Organic Act on the Prevention and Suppression of Corruption B.E. 2542 
was quickly reinstated. This had attested to the importance of anti-corruption 
activities in the eyes of the coup leaders. By the Announcement No. 19 of the 
Council for Democratic Reforms, the power base of the coup leaders, nine 
persons were selected from the short-listed NACC candidates and the list of 





' Tt should be noted that the original name of this organization was the National Counter-Corruption 


Commission or NCCC. This was changed to National Anti-Corruption Commission or NACC in 
2008. 

> It was alleged that the past immediate NACC Commissioners (the one who had lost their jobs) 
came under large political influence of Mr. Thaksin and his government through political selection in 
the Senate. Therefore, there were attempts by a minority group of Senators in the Senate to stall the 
regular selection process as long as possible, to make it more difficult for the government to have its 
way. 
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other well-known individuals and appointed nine Commissioners of the new 
NACC, the third commission since its inception almost seven years ago. Two 
other anti-corruption bodies were set up by the CDR under this emergency power 
to work alongside the NACC. One is the reconstitution and recombination of the 
State Auditor and State Auditing Office into one, and the other is the creation of 
an ad-hoc body with vast power called Assets Examination Committee (AEC) 
with specific tasks to investigate various corruption cases in the last government 
of Mr. Thaksin Shinawatra. 


This is all very well. As one of the reasons for staging the coup by the 
CDR is rampant corruption in the last government, many Thais have accepted this 
coup as a necessary step backward from democracy so that the ensuing political 
reforms will be two steps forward towards democracy. Political maneuvering 
between the current military leaders and the present government, and the 
supporters of the last government aside, many groups of people in Thailand who 
are entrusted with various new responsibilities to move the country forward, 
including the new nine commissioners in the NACC, have begun to work quickly 
and earnestly in their respective fields. In this paper, we will see if the coup in 
September has resulted in any new directions in the anti-corruption movements 
in Thailand, and whether what has happened in this country can be any lessons 
for other countries in East Asia as well. 


2. Current Corruption Problems 


It is well accepted that there are many ways in which corruption can be defined. In 
economics, it is often agreed that three conditions exist before an act of corruption 
or a corrupt practice could take place. One is the existence of discretionary power 
lodged or vested in a public official who can decide to give, or not give, allow or not 
allow an action or activity to take place. The second condition is that such action, 
or non-action, generates real or perceptible pecuniary or non-pecuniary benefits to 
the deciding official or those he or she approves or acknowledges. And third, the 
environment within which such action or non-action takes place is one in which 
the social, economic, and legal institutions are weak and unable to stop such action 
or non-action to take place.* Corruption is therefore defined, as the Transparency 





3 See Aidt (2003), p. F633. 
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International has done, as the misuse of public power for private profit. In a more 
elaborate statement, the Transparency International sees corruption as involving 
behaviour on the part of officials in the public sector, whether politicians or civil 
servants, in which they improperly and unlawfully enrich themselves, or those 
close to them, by the misuse of the public power entrusted to them.* 


Whatever definitions one may want to use in analyzing corruption situations 
in any one society or setting, there seems to be little disagreement in how the 
Thais have perceived corruption in its society and economy. As Thai society has 
developed from a feudalistic system where the king owned all the lands in the 
kingdom, and had the power to parcel out various sizes of lands and give them to 
his officials, these landed officials would be entitled to rightfully receive benefits 
and gratuities that came with owning the land. The customs of bowing to or 
showing respect to authorities seemed to be embedded in the Thai culture from the 
past, and could have given rise to the customs of public officials taking advantage 
of their positions over the general population. These public officials, at least in 
the tradition of old, regarded themselves as public masters rather than public 
servants. Corruption, therefore, happened because these public authorities, whose 
discretionary power to authorize or not authorize is without doubt demanded that 
they be paid additional payments, or given special gratuities or rewards for their 
decisions or services rendered.° 





4 Quoted in Briscoe and Hermans (2001), p.5. In Singapore where the lack of corruption in the 


public sector is well known, the word “gratification” is used to stand for corruption in its Prevention 
of Corruption Act 1960. Gratification includes (a) money or any gift, loan, fee, reward, commission, 
valuable security or other property or interest in property of any description, whether moveable 
or immoveable; (b) any office, employment, or contract; (c) any payment, release, discharge or 
liquidation of any loan, obligation or other liability whatsoever, whether in whole or in part; (d) any 
other service, favour or advantage of any description whatsoever, including protection from any 
penalty or disability incurred of apprehended or from any action or proceedings of a disciplinary or 
penal nature, whether or not already instituted, and including the exercise or the forbearance from 
the exercise of any right or any official power and duty; and (e) any offer, undertaking or promise of 
any gratification within the meanings of paragraphs (a), (b), (c), and (d). 

5 One of the most widespread and well known “corrupt” practices in Thailand is when Thai males 
who have reached mandatory conscription age, pay District Military Officers to be exempted from 
serving in the armed forces. 
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A few scholars in Thailand have conducted several good researches in the 
areas of corruption (see, for example, Pasuk and Sungsidh, 1999; and Nualnoi, 
2000). While many of these research works can be regarded as pioneering works 
in this rarefied field of corruption research, not much in terms of corrective policy 
changes have come out from the findings of these researches. One problem was 
that there was a gap between what these researchers know and what can be done 
or who has the power to effect any changes. The government itself was known to 
be wary of possible implications of some of its ministers, and was inclined not to 
put too much power in the hands of an independent anti-corruption body.° 


But what has given major impetus to the public concern over what must 
be done to combat corruption in Thailand has come from outside. There are at 
least three sources of information on corruption in Thailand from international 
agencies. One is the annual announcement of the Corruption Perceptions Index 
(CPI) by the Transparency International, and the other two are the World Bank’s 
World Governance Indicators and the Index of Corruption in Asia by the Political 
and Economic Risk Consultancy, Ltd based in Hong Kong. 


The CPI by the Transparency International is probably the most well- 
known and widely distributed. It ranks the perception of corruption of more than 
one hundred countries around the world according to a given set of transparency 
perception by a given expert groups or sources. Greater transparency is translated 
into less corruption. Therefore the lower the rank number shows less perceived 
corruption (the least corrupt country of course has the rank of one). As can be seen 
in Table 1, the CPI rank for Thailand does not look too bad. For example, in 1995 
Thailand ranked 34 out of 41 countries, or with a relative ranking index of 0.83, 
but in 2006, the rank has changed to 63 out of 163 countries, or with the relative 
ranking index of 0.39, which is an improvement over the relative situation in 1995. 
The period over 2002—2006 shows an improving trend on corruption, which may 
run counter to the revelation of corruption cases committed under the Thaksin’s 





6 Jt is well known that the government of Mr. Thaksin Shinawatra had a substantial political 


influence over a large proportion of senators in the Senate, and as such, could “suggest” a selection 
of a certain candidate or a group of candidates in several Constitutional Independent Organisations 
such as the Election Commission, the NACC, the National Audit Commission, and the Constitutional 
Court. In other words, it was possible for the government to get its “own men and women” who 
symphatised with the government to sit in these many Constitutional Independent Organisations. 
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Table 1: UNDP Priority Areas for Governance and Suggested Indicators 





i igs Rank counties __ Ranking Index 
1995 2.79 34 41 0.83 
1996 3,33 37 54 0.69 
1997 3.06 39 52 0.75 
1998 3.00 61 85 0.72 
1999 3.20 68 98 0.69 
2000 3.20 60 90 0.67 
2001 3.20 61 91 0.67 
2002 3.20 64 102 0.63 
2003 3.30 70 133 0.53 
2004 3.60 64 146 0.44 
2005 3.80 59 159 0.37 
2006 3.60 63 163 0.39 





Note: Relative Ranking Index is estimated from the actual ranking weighted by 
number of countries. A smaller index indicates an improvement in corruption 
perceptions. 

Source: Transparency Thailand, from data available in http://www.transparency.org 


government from 2001 to 2006. But effective marketing and publicity machineries 
of the last government could explain this corruption improvement trend. Certainly 
the situation from 2005 to 2006 did show a worsening trend of corruption rather 
than an improvement. 


Since 1999 the World Bank has conducted a study on governance issues 
on several hundred countries around the world. Its findings have been published 
annual in a report and publication called Governance Matters V: Governance 
Indicators edited by D. Kaufmann, A. Kraay, and M. Mastruzzi, and the current 
volume covers the period 1996 to 2005, published on September 15, 2006. In this 
study, the World Bank Study Team has selected six groups of indicators that can be 
used to represent good governance in any country. These indicators are: 
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¢ Voice and Accountability 

* Political Stability and Absence of Violence 
* Government Effectiveness 

¢ Regulatory Quality 

¢ Rule of Law 

* Control of Corruption 


They are based on several hundred individual variables measuring 
perceptions of governance, drawn from 37 separate data sources constructed by 
31 different organizations. The performance of each country is shown as percentile 
rank from 0 to 100 based on the data from more than 200 countries. The higher 
the number, the better the governance situations in that country. These governance 
measures may vary from indicator to indicator depending on how good that country 
is in achieving each aspect of good governance. A successful country is of course 
expected to do well in all indicators. 


As for Thailand, the results of the study over the period from 1996 to 
2005 have shown that Thailand is not doing too badly. As shown in Table 2, the 
percentile rank of Control on Corruption in Thailand was 44.4 in 1996, improving 
to 51.2 in 2005. This is the same pattern of government transparency and integrity 
as shown in the Transparency International’s CPI, although the current corruption 
investigation of the last government may show otherwise. We leave this point for 
further debate. 


However, the third source of information on corruption in Thailand from the 
Hong Kong-based Political and Economic Risk Consultancy, Ltd. (PERC) does 
not show a glowing picture about corruption in Thailand. As can be seen from 
Chart 1, the Corruption Grade for Thailand in 2006 is 7.64 (out of 10.0 which is 
worst and 0.0 which is best) compared to 1.3 of Singapore and 3.01 of Japan. The 
corruption situation in Thailand according to PERC is even worse than China for 
the same year. 
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Chart 1: Corruption in Asia according the Political and Economic Risk 
Consultancy - PERC 
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Grades range from zero to 10, with zero being the best grade possible and 10 the worst. 


As a result, there is no way one can be complacent about corruption in 
Thailand. It was unfortunate that the country was without the NACC for almost 
two years, so that there was no established authority to properly handle critical 
corruption cases committed by politicians and high-ranking officials. Together 
with other corruption and malfeasance cases, the total number of cases received 
by the NACC at the end of August 2006 has reached over 11,000 cases (see Table 
3). Assuming that there is no change in the way the NACC conducts its cases, and 
assuming that each of the nine commissioners finishes one case per day, working 
non-stop, seven days a week, and with 40 new cases accepted every week, it will 
take about 9 years to clear up all the cases, which is incidentally the terms of 
this new NACC. But is the above working scheme feasible for the nine elderly 
commissioners? They probably die before reaching their terms with this kind of 
workload. 


NEW DIRECTIONS IN ANTI-CORRUPTION MOVEMENTS IN THAILAND: | 565 
LESSONS FOR EAST ASIA? 


Table 3: Number and Type of Cases Received by the NACC as of August 2006 


Asend  Jan-Aug 
of 2005 2006 


1. Cases transferred to NACC according to 266 0 266 
Section 128 of the Organic Act on Counter 
Corruption 


Year Total 





2. Cases submitted by President of the Senate 3 0 3 
(on the removal of office holders according to 
Section 58) 


3. Cases against political office holders on 30 11 41 
offence of malfeasance in office under the 
Penal Code or malfeasance in office or 
corruption under other laws according to 
Section 66 


4. Cases against political office holders or state 53 5 58 
officials on accusation or suspicion of unusual 
wealthiness 


5. Cases against state officials on accusation 3,846 426 4,272 
or suspicion of an offence of malfeasance in 
office under the Penal Code or malfeasance in 
office or corruption under other laws 


6. Cases transferred to NACC by Inquiry 4,076 1,531 5,607 
Officials according to Section 89 


7. Cases against state officials under the Act on 797 96 893 
Criminal Offence concerning the Tender of 
Bids to State Agencies B.E. 2542 





Total 9,071 2,069 11,140 





Source: Office of Planning, NACC Thailand 
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3. Current Anti-Corruption Measures and Procedures 


So, the urgent task at hand is how to remove or eradicate corruption from the 
society. Or, to be more realistic, as the removal or total eradication of corruption 
can never be done, to see the reduction and effective suppression of corruption 
may be our immediate target. It is here that we will discuss the role and function 
of the NACC as the frontline as well as supreme agency that deals with corruption 
in Thailand. 


Scope of Power and Authority 


Prior to the establishment of the NACC, the government agency that dealt with the 
investigation of corruption in the public sector was the Office of the Committee on 
the Prevention and Suppression of Corruption and Malpractices in the Government 
Sector. This office is a department in the Prime Minister’s Office and thus a part 
of the executive branch of government. Lack of independence from the existing 
political power made this government agency ineffective and ineffectual in 
investigating corruption cases that involved politicians and/or high ranking officials 
in the government. This agency was widely known as a “paper tiger”. Therefore, 
when Thailand had a new constitution in 1997, an organic law was drafted based 
on the constitution to give enormous power to the nine commissioners in the new 
anti-corruption agency. In the past seven years after its establishment, the NACC 
has proven to the public that it is not a paper tiger anymore, but a real tiger with 
real power. 


It should be mentioned at the outset that the NACC is not a court of 
justice. It has no power to prosecute people directly (unless under certain limited 
conditions), let alone adjudicate people. The power of the NACC commissioners is 
mainly to conduct inquiries to see if there are prima facie cases against any alleged 
culprits to refer these cases to the Prosecutor-General or to Special Supreme Court 
for Political Office Holders. But as this kind of anti-corruption agency did not 
exist before, what the NACC can and does do can be seen as quite drastic and 
awe-inspiring. The drafters of the Organic Act on Counter Corruption had made 
certain that the alleged culprits are fully protected under the law in such a way 
that the decision to prosecute is, at first, vested in the Prosecutor-General, not in 
the NACC, and the final decision will come under sole jurisdiction of the court of 
justice. 
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On the above philosophy, the NACC is empowered to conduct four major 
activities related to the suppression of corruption and promotion of proper conduct 
of government officials. These four activities are described in legal details in Box 
1 (Section 19 of the Organic Act), but suffice it to say that these four activities in 
simple language are: 


(a) to remove political office holders from their respective offices if they 
committed an offence of corruption; 


(b) to file case against state officials who commit an act of corruption, or 
engage in a case of malfeasance of his duty, of which a disciplinary 
action can be suggested to the guilty officials in addition to criminal 
action that the Prosecutor-General will take care of; 

(c) to check whether state officials have become unusually rich, and if the 
new found wealth cannot be explained, the NACC has the power to 
suggest the court to confiscate it. 


(d 


— 


to check the existence and accuracy of income and assets of selected 
state officials before and after they assume their offices to prevent 
corruption. 


Anti-Corruption Inquiry Procedures 


Once the NACC has decided that there is a prima facie case against the alleged 
culprit, the judging will be carried out in the court of justice out of the jurisdiction 
of the NACC. Note that the NACC has been empowered to conduct inquiries in 
both corruption cases and malfeasance or dereliction of duty cases, and this, for 
some, is seen as a contentious issue on the proper role of the NACC (which will be 
discussed later). The inquiry procedures differ slightly in the case of state officials 
who are political office holders and those who are not. For political office holders 
which include mainly prime minister and other cabinet members, only the injured 
persons or parties from the actions of these political office holders could lodge 
their complaints or accusations to the NACC. And up until the recent case by the 
Supreme Administrative Court, the definition of an injured person is interpreted 
narrowly. Therefore, the general public who may have indeed suffered from 
the result of policy decisions may not be qualified to lodge complaints on these 
political office holders. But to give a fair balance, these political office holders 
who have been accused or alleged as guilty will be tried in only one special court, 
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the Supreme Court for the Criminal Offence of Politicians, and not the usual three 
courts as for the general public. 


For other state officials who are not political office holders, anyone can come 
forward to accuse them of corruption and malfeasance of office.’ With the advent 
of the NACC seven years ago, this has affected the investigation procedures of 
the initial inquiry officers (usually the policemen in the police stations) somewhat. 
Both corruption and malfeasance cases can be reported to both the initial inquiry 
officers at any police stations or to the NACC. But if it is in the former case, the 
policemen will transfer the cases to the NACC so that these cases add up the number 
of overall cases accumulated at the NACC itself.’ Again, to give a fair balance to 
the alleged culprits (the accused state officials), the Organic Act stipulates that if 
these state officials have left their relative official posts or positions for more than 
two years, they will be exempted from being accused of corruption or malfeasance 
of duties by the general public. However the NACC could initiate this accusation 
on its own if it has its own evidence of wrongdoings. 


Once the complaint is accepted by the NACC, a subcommittee will be set 
up to begin the process of inquiry. This subcommittee is usually headed by an 
NACC Commissioner, with other subcommittee members drawn from outside 
experts in the area under inquiry and with two or three investigation staff of the 
NACC forming core working team and secretariat. The alleged culprits will have 
a chance to object to the list of subcommittee members, and some subcommittee 
members may be replaced if there are grounds for the alleged culprit to believe 
in the impartiality of these subcommittee members. The allegations or charges 
will then given to the alleged culprits, who will prepare their defence with the 
Subcommittee. After all necessary witnesses are heard, and the alleged culprits 
have a chance to explain themselves, the Subcommittee will decide whether there 
is a prima facie case against these alleged culprits or not and submit its final report 
to the NACC Board for final decision to indict or not indict. If indicted, the case 





7 Of course, there is a clause in the Organic Act that will punish those who knowingly falsely 


accuse state officials of corruption and wrong doings. This is to prevent abuse of the system. 

8 A large number of cases sent by these initial inquiry officers are returned to their origins after the 
NACC decided that they are beyond the jurisdiction of the NACC. This has created a strange inquiry 
procedural situation in the sense that the NACC conducts its inquiry based on inquisitorial approach 
whereas the initial inquiry officers would conduct their inquiries based on accusatorial approach 
specified in the Penal Code. This inconsistency in legal procedures may not bother most people, but 
for some legal scholars in Thailand, this is an issue which eventually will require a law reform. 
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will be sent to the Prosecutor-General for further actions. On the contrary, the cases 
or complaints can be rejected for lack of evidence or non-fulfillment of technical 
reasons such as the passing of the statute of limitation, 


On other aspects of the power and authority of the NACC, while the drafters 
of the Organic Act on Counter Corruption did not intend to portray the NACC as 
a court of justice, it had given it a status of a semi-juridical body that possesses 
extraordinary range of power. For example, the NACC was given (in Section 25 of 
the Organic Act) the power to give order to all government officials and agencies 
and private entities to submit documents or carry out activities deemed necessary 
by the NACC in its inquiry processes and procedures. It can also ask the court 
for a search warrant to enter any premises in the process of its inquiry. Failure 
to comply with the request or instruction of the NACC could illicit a penalty of 
imprisonment of no longer than 6 months and a fine of not more than 10,000 baht, 
or both imprisonment and fine (Section 118). On making a prima facie case against 
any state officials who are still in active service, these state officials must face 
compulsory disciplinary actions of termination from state services. But to give 
it a fair balance, the NACC commissioners who themselves perform their duties 
unjustly, commit an offence of corruption, or an offence of malfeasance in office 
will be liable to twice the penalty provided by the law for such offence. 


4. Prospects for Anti-Corruption Reforms 


Despite the fact that the NACC is not a court of justice, the manner in which it 
has conducted the investigation and inquiry to get to the facts in the case, which 
is very careful, impartial, professional and thorough, has given the decision of the 
NACC whether there is ground or no ground for accusation the weight of a court 
verdict. This is by intention, and not by accident. The new NACC has planned 
its investigation and inquiry, and the preparation of evidence and supporting 
documents in such a way that they are equivalent to court documents, and as such, 
can be used directly by the court of justice without having to launch a new inquiry. 
In this way, the ideal role of the NACC is fulfilled. However, there are still many 
issues that run counter to the efficient operations of the NACC, and these issues 
have hindered effective services of this unique anti-corruption body. It is possible 
to categorise and summarise these issues briefly here such that future reforms 
regarding or related to these issues could bring about even greater success of the 
NACC. 
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These issues can be listed as follows: 

¢ Issue on the Clearing of Last Government’s Corruption Cases 
¢ Issue on Scope of Power and Authority 

¢ Issue on Inquiry Procedures 

¢ Issue on Injured Person 

e Issue on the Status and Meaning of State Officials 

¢ Issue on Time Limit on Complaint or Accusation 

¢ Issue on Proper Ways to Examine Assets of State Officials 

¢ Issue on Price Fixing and Collusion 

¢ Issue on Collaboration with Other Government Agencies 


e Issue on Existence of Conflict of Interest 


(a) Issue on the Clearing of Last Government’s Corruption Cases 


As mentioned earlier, one of the reasons for staging a coup against Mr. Thaksin 
Shinawatra was the allegation of corruption in numerous public projects undertaken 
during the last government. Before any attempts at reforming anti-corruption 
measures and procedures in the new government, these corruption cases in the last 
government must be cleared. This was indeed one of the first orders of business 
after the success of the coup was secured. The special, ad hoc committee called 
Assets Examination Committee (AEC) was set up with the power of the NACC, 
the Anti-Money Laundering Committee, and the Tax Authority combined. There is 
no conflict between what this AEC wants to do and what the NACC has to do, as 
the NACC is willing to transfer whatever cases to the AEC on the understanding 
that the AEC has a life of only one year. After initial period of some confusion, 
the AEC has settled to conduct inquiries on 12 projects undertaken during the last 
government, whereas the NACC has its own cases that have been waiting for some 
attention since 2004. The brief nature and characteristics of these cases for these 
two organizations are shown in Table 4 and Table 5. 
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Table 4: Corruption Cases under Investigation by the Assets Examination 


Committee (AEC) 





Case 


The Accused Parties 


Charges 





1. The purchase of 90 
million rubber saplings 
for the expansion of 
rubber planting areas 
of | million rais in the 
North and the Northeast 


2. The purchase of fire 
fighting trucks by the 
Bangkok Metropolitan 
Administration (BMA) 


3. The lending from a 
government’s bank to a 
private land developing 
company 


4. The purchase of 
CTX9000 scanning 
machines for explosives 


5. The routing of cables 
project in the new 
Suvannabhumi Airport 


6. The purchase of land 
in Ratchadapisek area 
by Mrs. Pojaman 
Shinawatra, wife of 
former Prime Minister 
of Thailand 


7. 2-Digit, 3-Digit State 
Lottery Project 


Government officials and 
politicians 


Former administrators 
of the BMA, and former 
Minister of Interior 


Government’s bank 
officials and staff of private 
land developing company 


Private contracting 
companies, government 
officials, former Minister of 
Communications 


Government officials and 
politicians 


Mr. Thaksin Shinawatra, 
former Prime Minister 

of Thailand, his wife, 

and officials in the Asset 
Rehabilitation Fund in the 
Bank of Thailand 


Mr. Thaksin Shinawatra, 
former Prime Minister, 
minister in charge of the 
project, and Director of 
State Lottery Bureau 


Specifying conditions 
favourable to bidding 
companies, and cross 
ownership of these bidding 
companies 


Purchase prices of these 
trucks are unrealistically 
high 


Misuse of bank’s loans 


Purchase prices of these 
machines are too high, and 
kickbacks to politicians 

by private contracting 
companies 


The quality of products is 
below standard, and prices 
were too high 


The prices charged by 
the Asset Rehabilitation 
Fund was too low, and 
the violation of conflict 
of interest clause in the 
Anti-Corruption law 


The decision to operate 
this type of state lottery 
contravenes the State 
Lottery Act, B.E. 2517 
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Table 4: Corruption Cases under Investigation by the Assets Examination 
Committee (AEC) (cont.) 





Case 


The Accused Parties 


Charges 





8. The selling of shares of 
the Shin Corporation 


9. The lending of Exim 
Bank of Thailand to the 
Myanmar government 


10. Suvannabhumi Airport 
Rail Link project 


11. Public Housing project 


12. The purchase of tools 
and equipment for the 
testing of agricultural 
and food products 


Family of Mr. Thaksin 
Shinawatra, former Prime 
Minister, Mr. Banpot 
Damapong, Brother of 
Mr. Thaksin’s wife, and 
officials of the Revenue 
Department 


State officials, politicians, 
and private companies 


State officials, politicians, 
and private companies 


State officials, politicians, 
and private companies 


Officials of the Ministry of 
Agriculture, politicians, and 
private companies 


The transfer of the Shin 
Corporation shares to 

Mr. Banpot and the selling 
of shares between children 
of Mr. Thaksin and the 
Ample Rich Company set 
up by Mr. Thaksin evaded 
tax 


The lending of 4,000 
million baht loan to the 
Myanmar government was 
improper 

Use of state funds on behalf 


of private companies 


Overcharging of land and 
house prices 


Favourable treatment to a 
large scientific equipment 
company 


Source: Information from the Assets Examination Committee (AEC) 
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Table 5: Corruption Cases under Investigation by the National Counter 


Corruption Commission (NACC) 





Case 


The Accused Parties 


Charges 





1. Corruption in the rubber 
price intervention 
project in 1993-1995 


2. Corruption in the coffee 
price support program 


3. Unusual wealthiness 


4. Unusual wealthiness and 
blatant concealment of 
assets 


5. Impeachment of a 
minister 


6. The removal from 
offices of members of 
3 Independent Public 
Bodies 


7. Land title deeds for 
the Water Treatment 
Plant in Samut Prakan 
province 


8. Corruption in the Water 
Treatment Plant in 
Samut Prakan province 


9. Damage payments 
in the Bangna- 
Bangpli-Bangpakong 
Expressway 


Former Deputy Minister of 
Commerce 


Former Deputy Minister of 
Commerce 


Former Minister of 
Education 


Former Deputy Prime 
Minister 


Former Deputy Prime 
Minister 


The Constitutional 
Tribunals, the Electoral 
Commission, and 
Parliamentary Ombudsmen 


Officials in the Department 
of Lands, and politicians 


State officials and 
politicians 


Politicians, state officials, 
and private companies 


Set up paper company 

to buy rubber from the 
government causing losses 
to the government 


Negligence of duty 


Inability to prove the 
source of fund for a 
30-million-baht house 


Conceal the ownership of a 
house in the province 


Abuse of power in 
appointing the acting 
Supreme Patriarch 


Abuse of power by raising 
own salaries 


The issuance of improper 
land title deeds that 
encroached on public land 
and sea areas 


Illegal and other improper 
activities in the Water 
Treatment Plant Project in 
Samut Prakan province 


Decision by politicians and 
actions by state officials 
have brought about 

6,000 million damage 
payments claim by private 
construction companies 
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Table 5: Corruption Cases under Investigation by the National Counter 
Corruption Commission (NACC) (cont.) 








Case The Accused Parties Charges 
10. Export of 100 tigers to Former high-ranking Abuse of power over the 
China official in the Ministry of export of local tigers to a 
Agriculture foreign country (China) 
11. The assault on anti- Former Chief of Negligence of duty in not 
Thaksin protesters Investigation Section, arresting the persons who 
in front of Central Metropolitan Police assaulted the protesters of 
World Plaza Shopping Division Mr. Thaksin Shinawatra 
Complex in Bangkok 
12. Failure to collect taxon Director General of the Negligence of duty 
the transfer of shares of | Revenue Department by not collecting tax 
the Shin Corporation on the transfer of 4.5 


million shares of the 
Shin Corporation from 
Mr. Thaksin’s wife to her 


brother 
13. Longan Price Support State officials and Payments on fictitious 
project in 2004 politicians amount of longan 


mortgaged in the project 





Source: Information from the Assets Examination Committee (AEC) 


(b) Issue on Scope of Power and Authority 


While the focus of the NACC is on the suppression and prevention of corruption, it 
is true that the NACC is also entrusted with the power to take care of malfeasance 
or misconduct in office. It is true that some malfeasance cases involve elements 
of corruption, but often these two issues are separated. For example, an improper 
conduct of a high-ranking official, say, a sexual harassment, may be looked upon 
as a malfeasance or a misconduct in office, but that behaviour does not involve 
any extraction of economic rent or transfer of public resources for personal gain. 
To have to consider these apparently administrative cases in addition to corruption 
cases put additional work load to the NACC. Perhaps a future reform may call for 
the restriction of only corruption cases with the NACC, whereas other malfeasance 
cases may be switched to Administrative Court or Special State Service Tribunal. 
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(c) Issue on Proper Ways to Examine Assets of State Officials 


That leaves another function of the NACC under consideration for possible reform: 
the inspection of assets and liabilities of state officials to keep check on their 
possible unusual wealthiness through corruption of these state officials including 
political office holders. But the manner and way in which these accounts got 
inspected will not clear all these accounts any time soon. As of the end of August 
2006, there are more than 30,000 accounts waiting to be inspected at the NACC. 
Although it is probably faster to finish inspecting these 30,000 odd accounts than 
to finish consider more than 10,000 corruption cases that have piled up at the 
NACC, there is no point to continue doing what have been done in the last several 
years in terms of account inspection. A new labour-saving system (a computer 
program?) must be designed and installed that checks the accuracy and tracks 
changes in these assets and liabilities automatically or with few controls. If there 
should be any reform, we must agree among ourselves that the focus or priority of 
our efforts is on the tracking and exposing of unusual wealthiness situation during 
the time in office, not the accuracy of account at the beginning of the assumption 
of duties or power. 


(d) Issue on Inquiry Procedures 


It is ironic that the selection process of the nine commissioners in the NACC which 
is reputed to be one of the toughest for any jobs in Thailand would end up having 
these commissioners presiding over numerous subcommittees inquiring away facts 
in tens of thousands cases, the job that can be done better by anyone younger and 
more energetic. The current inquiry procedure does not allow the commissioners 
to only consider the cases at the last stages of their investigation, but to slosh 
through all cases like young head prosecutors. The existing subcommittee system 
really slows down the process of NACC deliberation. However, the Announcement 
No.31 by the CDR where the commissioners can delegate power to permanent 
staff of the NACC to carry out the main work, this is yet to be done in practice.? 





° See the detail of this Announcement in Annex 1. 
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(e) Issue on Definition of Injured Person 


Normal definition of injured persons in the Thai Penal Code is quite strict and 
straightforward to mean only those who are directly and physically hurt or affected 
by a given action. But it is obvious that a broader definition of injured persons may 
make more sense. For example, a privatization of electricity generation enterprise 
may create more profits to the management, but the electricity users may have 
to pay higher prices. Obviously the consumers are injured persons and should 
have the proper right to accuse the company or anyone who are involved in the 
privatization. This line of thought is now gaining currency among legal scholars 
in the country. 


(f) Issue on the Status and Meaning of State Officials 


By some inconsistencies in the definitions in different laws, some state officials 
may be regarded as competent officers while others may be not. A broad definition 
is suggested such that anyone who is involved with the use of public resources 
at all levels must be classified as competent officials or officers. However, this 
suggestion has yet to be fully adopted. 


(g) Issue on Time Limit on Accusation 


It is very strange to observe a phenomenon in the operations of the NACC that 
despite severity of cases in their economic complications, a complaint is not 
accepted if the time limit for accusation of two years is passed. The occurrence 
of this situation is large as two years are not very long, and if the injured persons 
do not act fast enough, the chance of punishing these corrupt state officials may 
be gone too. While the majority of lawyers and legal experts have agreed to 
observe definite statute of limitation, the contending point is how long this statute 
of limitation to lodge complaints could be or will be. Certainly two years may 
be looked upon as too short a period. An increase to 4 or 5 years may be more 
appropriate. 


(h) Issue on Price Fixing and Collusion 


So far we have not mentioned another Act that also gives extensive power to the 
NACC. This is the Act Concerning Tendering of Bids to State Agencies B.E. 2542. 
The idea behind the enactment of this law is the widespread practice of price 
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collusion among bidders of construction projects. This often results in the final 
bid that is too high, or worse, the bid that see the collusion between the bidder 
and the state official working to help each other to get the government contract in 
exchange for some kickbacks or rewards from the successful bidder. The penalty 
for the collusion between the private bidder and the officials in charge of the 
bidding is indeed quite severe. For example, Section 12 of this Act states that any 
state official who acts to prevent fair price competition so as to allow any bidder 
to get the contract with the state is deemed to have committed malfeasance on his 
duty, and will face imprisonment between 5 to 20 years or life imprisonment, and 
fine between 100,000 baht to 400,000 baht. So far there are few cases that come 
under the purview of this Act. In the future, however, provisions in this Act will 
work to deter possible wrongdoers in their bidding behaviour. 


(i) Issue on Collaboration with Other Government Agencies 


As an independent organization outside the control of the executive branch, the 
NACC could work very effectively along legal provisions contained in the Organic 
Act on the Prevention and Suppression of Corruption. There are, however, certain 
occasions that the NACC may need help from other organizations or agencies. 
For example, in order to see the movement of funds on a certain transaction, the 
NACC may need the expertise of the staff of the Anti-Money Laundering Office 
(AMLO) and the Bank of Thailand to trace the movement of money. However, the 
NACC already has the power to ask for collaboration from all other government 
agencies (according to Section 25). Therefore, any deeper collaboration especially 
on institution to institution basis may not be necessary as this may lead to some 
implications on the association between independent organization and ordinary 
government agencies. 


(j) Issue on Conflicts of Interests 


This is probably the most important aspect of new directions in anti-corruption 
in Thailand. We have shown elsewhere in this paper that higher order corruption 
in Thailand often takes the form of the failure of policy makers to observe the 
impropriety of contract, causing conflicts of interest. In fact, the practice may even 
be claimed legitimate because it does not directly violate or contravene any legal 
provisions. The interpretation of this offence is missing or misleading, and is seen 
as policy corruption rather than apparent corruption. Not that the existing legal 
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provision is lacking on the corruption through conflict of interest. Section 100 of 
the Organic Act specifically addresses this aspect of corrupt practice (see Box 1), 
but the actual enforcement of this section is lacking or weak or both. In the near 
future, the importance of this aspect of corruption may be given stronger weight or 
emphasis so that attention may be paid to this type of corruption more than petty 
corruption or corruption through straightforward cheating, bribes, or kickback. 
If and when this state is reached, it is expected that corruption situations may 
improve significantly. 


5. Summary and Conclusions: Lessons for East Asia? 


In this paper we have tried to show that the political change in Thailand in September 
2006, while appeared undemocratic, has brought about many positive changes 
towards better social and economic systems. Anti-corruption organization and 
operations are one of such changes that the military leaders had put in place soon 
after the coup. There was an urgent need to do this, as the independence of many 
Independent Organisations in the Thai government settings was compromised 
through political interference from the Executive Branch. Corruption in Thailand 
was bad enough with full anti-corruption efforts. With ineffectual anti-corruption 
agencies at work or not working at all, corruption can only get worse. Two things 
must be accomplished at the same time: to effectively punish the wrongdoers, and 
to build incentives for public officials to carry out their duties properly. 


The paper then examines various anti-corruption measures and procedures 
under the present system of the National Anti-Corruption Commission (NACC). 
It stresses the importance of inquiry procedures to the allegation of corruption and 
malfeasance in office. In the case of Thailand, the NACC is the central agency that 
accepts complaints against state officials both political office holders and other 
government officials, and elaborate procedures have been designed to give fair 
treatments to both the injured persons and the alleged culprits. These procedures 
are specified in the Organic Act on the Prevention and Suppression of Corruption 
B.E. 2542. The power and authority given the NACC under this Organic Act are 
quite extensive, encompassing the inquiry on corruption or corrupt practices, assets 
and liabilities inspection, and the inquiry on malfeasance or misconduct of state 
officials in general. The careful ways in which the NACC has carried out its duties 
may have caused the number of pending cases at the NACC to pile up, especially 
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from October 2004 to September 2006 when there was no NACC in operation, and 
this is one of the reasons a reform on inquiry procedures at the NACC is called for. 


Other reform issues that may have to be considered by the new NACC which 
was appointed in early October 2006 also include the clearing of corruption cases 
from the last government, the streamlining of the scope of power and authority 
of the NACC, the improvement in the inspection of assets and liabilities of state 
officials, the revision in several areas in the current law such as the meanings of 
injured persons and competent officials, and the possible extension of the time 
limit on accusation of state officials. One of the most important new directions that 
comes out from the work of the new NACC is the emphasis on the existence of 
conflicts of interest as a major target for the suppression of corruption in Thailand. 
This and other reform efforts on anti-corruption measures and procedures in 
Thailand can provide some good lessons for other countries in East Asia that are 
facing the same corruption problems in their countries. 
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BOX 1: RELEVANT SECTIONS IN THE ANTI-CORRUPTION LAWS OF 


THAILAND 





Section 157 of the Penal Code stipulates that: “Any person who is a 


Competent Official who conducts or refrains from conducting his duty 


improperly so as to cause damage to any person, or conducts or refrains from 


conducting his duty corruptly, will be subject to imprisonment from one to 


ten years, or fine from 2,000 baht to 20,000 baht, or both imprisonment and 


” 


fine”’. 


The following sections are from the Organic Act on the Prevention and 


Suppression of Corruption B.E. 2542 


Section 19: The NACC shall have the following powers and duties: 


(1) to inquire into facts, summarise the case and prepare the 


(@ 


‘é) 


(4 


) 


) 


— 


opinion to be submitted to the Senate under Chapter 5, 
Removal from Office; 


to inquire into facts, summarise the case and prepare 
the opinion to be referred to the Prosecutor-General for 
the purpose of prosecution before the Supreme Court of 
Justice’s Criminal Division for Persons Holding Political 
Positions under Chapter 6, Criminal Proceedings Against 
Persons Holding Political Positions under Section 308 of 
the Constitution; 


to inquire and decide whether a State Official has 
become unusually wealthy or has committed an offence 
of corruption, malfeasance in office or malfeasance in 
judicial office; 

to inspect the accuracy and actual existence of assets and 
liabilities of State Officials and inspect change of assets 
and liabilities of the persons holding political positions 
under Chapter 3, Inspection of Assets and Liabilities; 
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Ome 

One 

(8) to propose measures, opinions or recommendations to 
the Council of Ministers, National Assembly, Courts or 
State Audit Commission for the purpose of improving 
the performance of government service or formulating 
action plans or projects of government agencies, State 
enterprises or other State agencies in an endeavour to 
control corruption and the commission of an offence of 
malfeasance in office or malfeasance in judicial office; 


(C)iee 
(10) to take action with a view to preventing corruption and 
building up attitudes and taste concerning integrity and 
honesty, and to take such action as to facilitate members 
of the public or groups of persons to have participation in 
counter corruption; 


(UD) ace 
(UD) sos 


(Ce 


Section 66: In the case where the injured person alleges that the person 
holding the position of Prime Minister, Minister, member of the House of 
Representatives, senator or any other political official has become unusually 
wealthy, or committed an offence of malfeasance in office under the Penal 
Code or malfeasance in office or corruption under other law, the injured 
person shall lodge a written request with the NACC. 


Section 70: In the case where the NACC passes a resolution that the 
allegation has a prima facie case for the offence under Section 66, the 
President shall refer the report, existing documents and the opinion to the 
Prosecutor-General for the purpose of instituting the prosecution before the 
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Supreme Court of Justice’s Criminal Division for Persons Holding Political 
Positions, in accordance with the organic law on criminal proceedings 
against persons holding political positions. 


Section 84: In making an allegation that a State Official who is not the 
person under Section 66 committed an offence of corruption, malfeasance 
in office or malfeasance in judicial office, the person making such allegation 
shall submit an allegation in writing bearing his or her signature to the 
NACC at the time the person against whom the allegation is made is a 
State Official or has ceased to a State Official for not later than two years. 


Chapter 9; Conflicts between Personal Interest and Public Interest 
Section 100: Any State Official shall not carry out the following acts: 


(1) being a party to or having interest in, a contract made 
with a government agency where such State Official 
performs duties in the capacity as State Official who has 
the power to conduct supervision, control, inspection or 
legal proceedings; 

(2) being a partner or shareholder in a partnership or company 
which is a party to a contract made with a government 
agency where such State Official performs duties in the 
capacity as a State Official who has the power to conduct 
supervision, control, inspection or legal proceedings; 


(3) being a concessionaire or continuing to hold a concession 
from the State, State agency, State enterprise or local 
administration or being a party to a contract of a directly 
or indirectly monopolistic nature made with the State, 
a government agency, State agency, State enterprise or 
local administration, or being a partner or shareholder 
in a partnership or company which is a concessionaire 
or shareholder in a partnership or company which is a 
concessionaire or a contractual party in such manner; 
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(4) being interested in the capacity as a director, counsel, 
representative, official or employee in a private business 
which is under supervision, control or audit of the State 
agency to which such State Official is attached or where 
such State Official performs duties in the capacity as State 
Official, provided that the nature of the interest of the 
private business may be contrary to or inconsistent with 
public interest or the interest of the government service 
or may affect the autonomy in the performance of duties 
of such State Official 


The position of State Officials prohibited from carrying out 
the activities under paragraph one shall be prescribed and 
published in the Government Gazette by the NACC. 


The provisions of paragraph one shall apply to spouses of 
the State Officials under paragraph two. For this purpose, the 
activities carried out by the spouse shall be deemed as the 
activities carried out by the State Official. 


Section 103: Any State Official shall not receive property or any other 
benefit from any person other than the legitimate property or benefit derived 
from any person other than the legitimate property or benefit derived under 
the law, rules or regulations issued by virtue of the provisions of law, with 
the exception of the acceptance of the property or any other benefit on the 
ethical basis in accordance with the rules and in such amount as prescribed 
by the NACC. 


The provisions of paragraph one shall apply mutatis mutandis to the 
acceptance of property or any other benefit by the person who has ceased 
to a State Official for less than two years, 


Section 122: Any State Official who violates the provisions of Section 100, 
Section 101 or Section 103 shall be liable to imprisonment for a term not 
exceeding three years or the fine not exceeding sixty thousand baht or to 
both. 
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BOX 2: ECONOMISTS WARN CORRUPTION ON RISE IN THAILAND 





By Ron Corben 
Bangkok 
15 December 2005 


Economists are warning that corruption in Thailand is on the rise, and may 
threaten the country’s democratic development. An analyst’s report has 
raised concerns that powerful businesspeople in the government may be 
directing public policy in their own interests. 


Pasuk Phongpaichit, an economist with Chulalongkorn University’s 
Center for Political Economy, warns that close ties between government 
and business are increasing the risk of corruption. 


In a study issued this month, she notes that business executives 
have been given several major cabinet positions since Thai Prime Minister 
Thaksin Shinawatra came to power in 2001. She says these people now 
have a heavy influence on government policy. 


“This paper 1s about the consequence of a new type of politics, which 
I call ‘government by tycoon’, which has happened since 2001,” she says. 
“Tt appears that many policies are being pursued which benefit the business 
of the family business of the ministers or MPs (members of parliament) in 
the government.” 


Ms. Pasuk, in her paper, cites changes in tax rules for the 
telecommunications industry, which benefit companies such as those linked 
to the family of Prime Minister Thaksin Shinawatra. The report says that 
Export-Import Bank loans to Burma also benefited “the company of a major 
politician”. 

She says Thailand now has more publicly listed companies linked 
with politicians than any country other than Russia. She questions whether 
the resulting concentration of wealth is benefiting the country. 
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“The Thai economy has become more risky because public policy 
may not be for the public good, and it also raises this question of the political 
development: whether we are moving ahead with democratization, whether 
this kind of government is not so good for democracy,” Ms. Pasuk says. 


Prime Minister Thaksin’s relatives are reportedly the wealthiest 
stockholders in the country. According to “Money and Banking” magazine, 
Mr. Thaksin’s 22-year-old daughter is in first place with 480-million dollar 
worth of shares, followed by his wife and son. 


Mr. Thaksin, who controls a multi-billion dollar telecommunications 
and media empire, came to power promising support for businesses hard 
hit by the Asian financial crisis of the late 1990s. A growing economy and 
populist policies helped him win re-election this year. 


Mr. Thaksin has said he is confident corruption will fall soon, in part 
because the government has introduced an electronic auction system for 
bidding on government contracts. In addition, he says improved financial 
management systems for the government will help fight corruption. 


Transparency International, the anti-corruption organization, says 
Thailand has lost ground in fighting corruption since 2001, a view supported 
by Robert Broadfoot, of Political and Economic Risk Consultancy in Hong 
Kong. 


Mr.Broadfoot says studies of business executives’ perceptions 
indicate that in general, corruption has lessened in Asia in the past year— 
except in Thailand and the Philippines. 


“When we see perceptions deteriorating toward a particular country 
that sends up red flags—which 1s why we have flags now for the Philippines 
and Thailand,” Mr. Broadfoot says. “But when we see perceptions improving 
in Indonesia, in China and India, these are the countries that are going to be 
getting a much more serious look by a lot of investors.” 


Mr. Broadfoot says businessmen believe authorities in “red flag” 
countries replace existing regulations and practices with arrangements 
benefiting certain businesses, many of which have close links with 
influential politicians. 
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The opposition Democrat party this week announced it would push 
toward holding a no-confidence vote, and called on the government to 
review its anti-corruption program. The party says it could withdraw the 
motion if the administration is seen to be addressing the issue. 





Source: Reproduced from http://www.voanews.com/english/archive/2005- 
12/2005-12-15-voa21.cfm 











NEW DIRECTIONS IN ANTI-CORRUPTION MOVEMENTS IN THAILAND: | 587 
LESSONS FOR EAST ASIA? 


ANNEX 1: ANNOUNCEMENT OF THE COUNCIL FOR DEMOCRATIC 
REFORMS (CDR) NO. 31 ON THE EXECUTION OF POWER AND DUTY OF 
THE NATIONAL COUNTER CORRUPTION COMMISSION (NACC) 





Following the Announcement of the Council for Democratic Reforms No. 19 
dated 22 September B.E. 2549 reinstating the Organic Law in Support of the 
Constitution on the Prevention and Suppression of Corruption B.E. 2542, and 
the Organic Law in Support of the Constitution on the Litigation Procedures of 
Political Office Holders B.E. 2542, it appears that the National Counter Corruption 
Commission (NACC) has a large number of overdue cases due to long absence of 
this Commission. Therefore, the CDR issues this following announcement: 


Article 1. Abolish Article 1 and Article 2 of the Announcement of the CDR No. 
19 dated 22 September B.E. 2549 and replace them with this statement: 


“Article 1: The abrogation of the Constitution of Thailand does not affect the 
enforcement of the Organic Law in Support of the Constitution of Thailand on 
the Prevention and Suppression of Corruption B.E. 2542, with this Organic Law 
in Support of the Constitution of Thailand B.E. 2542 continues to be effective 
until there is another law amending it or abolishing it, and the National Counter 
Corruption Commission which was appointed by to the Announcement of the 
CDR on 22 September B.E. 2549 considered as properly selected and appointed 
according to the Organic Law in Support of the Constitution of Thailand on the 
Prevention and Suppression of Corruption B.E. 2542. 


Article 2: The abrogation of the Constitution of Thailand does not affect the 
enforcement of the Organic Law in Support of the Constitution of Thailand on 
the Prevention and Suppression of Corruption B.E. 2542, with this Organic Law 
in Support of the Constitution of Thailand B.E. 2542 on the Litigation Procedures 
continues to be effective until there is another law amending it or abolishing it.” 


Article 2: The NACC appointed by the CDR by the Announcement No. 19 on 22 
September B.E. 2549 will have assumed office from the date therein, and will 
have the terms of office in accordance with the Organic Law in Support of the 
Constitution of Thailand B.E. 2542. 
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Article 3: In case where political office holders consciously refuse to submit their 
lists of assets and debts and supporting documents to the NACC within the time 
specified under the Organic Law in Support of the Constitution of Thailand on 
the Prevention and Suppression of Corruption B.E. 2542, they will be acted upon 
according to Section 34 similar to the false declaration of their assets and debts or 
the concealment of those assets and debts. 


Article 4: In the course of investigation on the changes of assets and debts of 
political office holders, the NACC has the power to temporarily seize or withhold 
the assets that show an unusual increase in value, but this does not curtail the rights 
of political office holders to petition for the release of these assets for their own use 
with or without any guarantee. 


When there is a seizure of assets according the above clause, the NACC 
is required to prove about those assets quickly. In case where the political office 
holders are unable to prove that there is no unusual increase in the value of their 
assets, the NACC has the power to continue seizing or withholding those assets 
until the NACC will resolve that there is no unusual increase in the value of 
those assets, and this must be done within one year from the date of seizure or 
withholding, or when there is court order refusing the case, in which case those 
assets will be returned to the political office holders. 


Article 5: In the process of fact-finding inquiry specified in the Organic Law 
in Support of the Constitution of Thailand B.E. 2542, the NACC may appoint 
selected officials to conduct the inquiry, collect evidence, and summarise cases for 
the NACC according to the rules and methods specified by the NACC. 


Article 6: In case where the NACC deems appropriate, it may send its cases 
accusing state officials who are not persons under Section 66 committing corrupt 
practices, wrongful and unfair conduct of duties, to their superiors or those having 
the power of appointment and removal for disciplinary or other appropriate actions 
as the case may be, or to Investigating Officers according to the Code of Criminal 
Procedures. 


Article 7: The voting procedure of the NACC whether to decide on a case or to 
approve or disapprove uses majority rule. 
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Article 8:All sections and clauses in the Organic Law in Support of the Constitution 
of Thailand B.E. 2542 that conflict with this Announcement will follow this 
Announcement instead. 


Announced on 30 September B.E. 2549 


General Sonthi Bunyaratkalin 
Leader of the Council for Democratic Reforms 
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ANNEX 2: SOME DEFINITIONS OF THE TERMS IN THE ORGANIC ACT ON 
COUNTER CORRUPTION B.E. 2542 


Term 


Definition 


Note 





State official 


Injured person 


Accused person 
(or alleged culprit) 


Corruption 


A person holding a political position, government official 
or local official assuming a position or having permanent 
salaries, official or person performing duties in a state 
enterprise or a state agency, local administrator and member 
of a local assembly who is not a person holding a political 
position, official under the law on local administration and 
shall include a member of a board, commission, committee 
or sub-committee, employee of a government agency, 
state enterprise or state agency and person or group of 
persons exercising or entrusted to exercise the State’s 
administrative power in the performance or a particular act 
under the law, whether established under the governmental 
bureaucratic channel or by a state enterprise or other state 
undertaking. 


Person who is injured as a result of an act giving rise 
to unusual wealthiness of a state official, an offence of 
malfeasance in office or corruption under the Criminal 
Code or other laws. 


Person who is alleged to have committed, or who is 
under the circumstance apparent to the NACC to have 
committed an act which, prima facie, constitutes a basis 
for the removal from office, the criminal proceedings, the 
lodging of a request that assets devolve on the State or 
the initiation of a disciplinary action as provided in this 
Organic Act, and shall include the principal, instigator or 
aider and abetter in the commission of the said act. 


The performance or omission of a particular act in office 
or in the course of official duty, or the performance 
or omission of a particular act under the circumstance 
likely to cause other persons to believe that the person so 
performing or omitting holds such office or has such duty 
although the office or duty is not held or assumed by such 
person, or the exercise of power in office or the course of 
official duty with a view to acquiring undue benefits for his 
or her own or for other persons. 
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PREVENTING CORRUPTION THROUGH ASSETS 
DISCLOSURE AND INSPECTION: THE THAI EXPERIENCE* 


Medhi Krongkaew™ 


1. Introduction 


There are many ways in which anti-corruption strategies and tactics could be 
undertaken in various countries. As for Thailand, the National Anti-Corruption 
Commission (NACC), a special constitutionally empowered, independent organisation 
tasked with the duties to investigate corrupt practices and wrongdoings of all 
state officials in the country, and the responsibilities to prevent corruption and 
promote integrity and transparency in the conduct of these state officials, managed 
to establish National Anti-Corruption Strategies, which set a guideline, not only 
for its own operations, but the routine operations of all state agencies of Thailand. 
In brief, these strategies call for the promotion and support of public integrity 
throughout the country (Strategy 1), the setting up of anti-corruption networking 
across all sectors in the society (Strategy 2), the strengthening of anti-corruption 
units in each government agency (Strategy 3); and the improvement and upgrading 
of the capacity of personnel in these units and agencies (Strategy 4). 





Revised version of the paper presented at the Workshop on Assets and Financial Disclosure, 
organised by APEC Anti-Corruption Taskforce, in San Francisco, September 15, 2011. 


* Commissioner, the National Anti-Corruption Commission (NACC), Bangkok, Thailand. Formerly 


Professor of Economics at Thammasat University and the National Institute of Development 
Administration (NIDA) in Bangkok, Thailand. 
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This author has another way of describing the anti-corruption strategies 
as proposed by the NACC. It consists of 3 P’s. The first P is Punishment which 
aims at the finding of most efficient ways to conduct enquiries or investigations of 
alleged wrongdoings of state officials and bring these people to justice. The second 
P is Prevention which supports all attempts to initiate measures and suggestions 
to prevent all kinds of corruption from happening. And the third P is Promotion 
which means promotion of honesty and integrity among all state officials to begin 
with, and all other citizens who have come into contact with state officials later. 


In this paper, the author will allude to, purportedly, one of the most effective 
tools adopted by the NACC to combat and prevent corrupt practices by state 
officials in Thailand. This is the current requirement for practically all political 
office holders (politicians) and other high-ranking state officials in Thailand to 
submit statements concerning their assets and liabilities at designated intervals 
in their official duties or functions. For example, the present system requires the 
above officials to submit their assets and liabilities statements at the assumption 
of their offices, at the conclusion of their third year in office, at the termination of 
their terms or tenures, and one year after the termination of their terms or tenures. 
To most readers this may already appear to be a very stringent system at checking 
and controlling the conduct of state officials. In many respects, this is so. And 
while the effectiveness in combating and preventing corruption is not so much 
in question, the compliance costs (both on the side of the assets and liabilities 
declarers and the assets and liabilities examiners) can be quite enormous. It is the 
analysis of the current assets disclosure and examination system of the NACC with 
an aim to create efficient and cost-effective control and prevention of corruption 
that is the main subject of this paper. 


2. The Current System and Its Strengths and Weaknesses 


Thailand is among few countries in the world that requires political office holders 
and high-ranking officials to declare their assets and liabilities at various intervals 
and actually examine them one by one before announcing the results in government 
gazettes. The strict adherence to this practice is provisioned in no less than the 
present Constitution of the country (the 1997 as well as 2007 Constitutions). 
Table 1 shows legal provision for assets declaration and examination. 
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From this table, it may be seen that the NACC has been given a very 
important and comprehensive power to inspect assets and liabilities of virtually all 
politicians and high-ranking public officials in the country. Basically these state 
officials are required to prepare and submit their assets and liabilities declarations 
three or four times in their official careers: First when they take the positions; 
second when they leave their positions; and third, one year after they leave their 
positions. But if these state officials are in office longer than 3 years, they will be 
required to submit an additional account on the date they have been in office for 
3 years. 


As for what are required to be disclosed, this can be gleaned from the Assets 
and Liabilities Declaration Form. Basically, six groups of data are required from 
the declarers. These are: 


1. Personal data (date of birth, current address, same data on spouse and 
children, names and addresses of brothers and sisters). 


. Present positions and past positions (in the last 5 years) 
. Current income from various sources 


. Current expenditure (general and regular only) 


aA & W NWN 


. Assets, both moveable and immoveable (of which the main categories 
are: cash, deposits, investments, lending, land, building, concessionary 
right, and other properties) 


6. Liabilities (of which the main categories are: bank overdraft, bank loans, 
other loans, and other debts). 


Documents in support of the above items (such as copies of land deeds, 
bank statements, statements of stock ownership, and so on) will also be required 
for submission along with the filled out form. 


Table 2 shows some crucial data on the number of accounts received, 
inspected, and remained to be inspected by the NACC during Fiscal Years 2550 
(2007) to 2553 (2010)! From this table it can be seen that the NACC is straddled 
with an enormous number of un-inspected accounts, while the rate of completion 
of account inspection is very low. For Fiscal Year 2553(2010), for example, the 
NACC was able to complete the inspection of only 4,660 accounts while the new 





| Fiscal year in Thailand runs from 1 October to 30 September. 
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Table 2: Salient Data Concerning Accounts on Assets and Liabilities Under 








Inspection by the NACC 
Fiscal Year Accounts New Accounts Accounts Remaining 
Carried Forward Received Inspected Accounts 
2550 (2007) 38,865 13,002 15,000 36,867 
2551 (2008) 36,867 16,717 4,988 48,596 
2552 (2009) 48,596 12,863 4,569 58,890 
2553 (2010) 58,890 7,053 4,660 61,283 





Source: The NACC 


accounts for that year were 7,053. This means that the NACC could not even clear 
the new accounts on a year-to-year basis, assuming that there is no backlog of old 
accounts to be inspected.’ 


This situation is clearly untenable. But before one jumps into a conclusion 
on what must be, or must not be, done, it is useful to look more deeply into the true 
characteristics of the assets disclosure and inspection system of Thailand. 


First of all, as alluded to earlier, the NACC has adopted what could be 
understood as ‘strict’ inspection techniques. This means that each account will 
be strictly checked on the accuracy and actual existence of each entry. This 
could even include site visits if officers are suspicious of the actual existence 
of certain properties. But even a simple summon of the declarers to come 
to explain the accuracy and actual existence of certain assets and liabilities 
items can considerably lengthen the time for inspection. Admittedly, these 
meticulous inspection techniques of the NACC account officers have created 
wide-spread reputation among declarers on how serious the NACC is about 
inspecting the submitted accounts, and (subject to some serious research) this 





> At present there are about 100 NACC officers working in the Account Inspection Division. 


Assuming that the number of accounts completed in a year is about 4,500, this would suggest that 
one officer can clear only 45 accounts in a year, or less than one account per week. With this rate, 
and with no change in the number of account officers, and the ways the inspection are conducted, it 
will take almost 14 years to clear the backlog of accounts, assuming that no new account is received 
henceforward, which is of course an unrealistic assumption. 
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could be looked upon as an effective deterrence for those state officials who 
may want to conceal the truths about their assets and liabilities, thus an effective 
corruption-prevention tool. But certainly, the NACC cannot leave this situation 
without doing anything.’ 

Secondly, despite the meticulous ways in which these accounts are checked, 
the focus on the inspection is on the accuracy and actual existence of assets and 
liabilities on the date of appointment, termination of office, and one year after 
this termination, rather than the legitimacy (or the origins) of these assets and 
liabilities. Of course, it is acceptable that the purpose of this assets inspection is 
to forestall corruption in office (that is to say, if this person is corrupt, his assets 
may show unusual changes when he leaves his office), but the NACC would be 
powerless to question the legitimacy of the assets of those who have just entered 
public services 


Thirdly, the requirement for submission of an account one year after leaving 
office is not very useful. If a corrupt official cannot be caught while in office, it is 
unlikely that he or she could be caught after leaving office because by then he or 
she may no longer be a state official, and therefore is not under jurisdiction of the 
NACC to investigate his or her activities. But since this requirement is stipulated 
in the Constitution, the NACC has no other alternative but to enforce it. 


Fourthly, out of about 7,000 new accounts about a third would come from 
declarers who are state officials in more than 8,000 units of local governments 
throughout the country. It is true that the corruption cases again the heads of these 
local governments are most prevalent among cases being investigated by the NACC 
at present, but the requirement for members of local government assemblies to file 
their assets and liabilities accounts is truly burdensome to both the declarers and 
the inspectors. This is because most of these local assemblymen are local citizens, 
most of whom are not wealthy and not used to filing complex forms. 





3 Another way to understand the current inspection philosophy is that every declarer has a 


natural inclination to cheat, so everyone must be given the same meticulous, detailed, treatment. 
But out of about 4,500 accounts inspected each year, only 4 or 5 accounts are found to have been 
involved in criminal offences. Again, this can be regarded an indication of deterrent effect, but a 
more cost-effective way of inspection needs to be considered. For example, instead of assuming that 
everyone is inclined to corrupt, can an opposite philosophy or principle be adopted that everyone 
is honest or only a few would be corrupt? And if so, a better-designed system may be installed that 
targets these few rather than a blanket inspection on everyone. 
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Finally, there are many other problems plaguing the current assets disclosure 
and inspection system of the NACC. Apart from incomplete information and 
supporting documents from many declarers, especially declarers from the 
countryside, the NACC is facing the problem of time-limit on the submission of 
accounts, especially the third submission one year after the termination of office. 
Another problem is about the strict adherence to the letters of the law. For instance, 
the law requires the report of assets and liabilities on the date of appointment. 
What if the declarer is unable to know his or her exact income and wealth on that 
particular date but some dates before or after that? Can this be accepted? Or what 
about the missed deadline of account submission? How serious is this infraction? 
And so on. 


3. A New Revision 


Attempts to streamline and reform the assets disclosure and inspection system 
of the NACC has been going on for quite some time. There are several obstacles 
that prevent a quick readjustment such as the existence of specific legal 
provisions that the NACC has to follow. The natural inclination for the staff of 
the NACC to follow strict interpretation of the law in case where there is no clear 
understanding or agreement on certain provisions creates the reliance on status 
quo and unwillingness to change unless and until it is completely safe to do so. 
As an economist, this author in his capacity as a commissioner has been trying to 
convince other commissioners on the dire needs for the NACC to change under 
the weight of system immobility described above but the common acceptance has 
been slow. However, there are some positive changes that this author is happy to 
report in this paper. 

Late last year (2010), the NACC Board agreed to set up a special 
subcommittee to recommend some changes in the ways assets disclosure and 
inspection procedures are carried out. This subcommittee is called Subcommittee 
to consider criteria and procedures for assets disclosure and inspection which 
consists of the present author as its head and members consisting of the NACC 
Secretary General (the top permanent officer of the NACC) and all directors in 
charge of assets inspection. This subcommittee has been able to agree upon certain 
changes and procedures that, once adopted by the NACC Board, could enhance 
the assets disclosure and inspection operations. The followings are some of the 
agreements that we have been able to reach. 
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1. We saw the differences between the record pertaining to an individual 


state official which is kept at our data base whereby information on 
his or her new or additional appointments is simply added to this base 
record, and the record that needs to be filed by this official each time 
a new appointment is made. In our opinion, personal record is better 
than positional record because a person is the fixed base of the record 
and information on new positions (new jobs) is incrementally added to 
this record whenever there is any change in the position of this person. 
The current practice of keeping separate positional records of the same 
person, which normally results in the NACC having multiple copies of 
practically the same accounts of the same person.* Currently the law 
stipulates that a new account must be submitted for any new position. 
Therefore, it will be some time before a change to personal record system 
will take place. 


. Until the latest change about one year ago, all entries in the assets 


declaration form must be filled by hand or typed in, and all the data 
will be transferred to the work-files of the NACC account officers also 
by hand, to be checked using calculators. Although an outside company 
was contracted to provide technical assistance on digitalization of assets 
inspection system, nothing has been done in this regard yet. A part of 
the problems is that the company may have expertise on computer 
technology, but is quite uninformed about the NACC’s assets inspection 
system. However, we have agreed that a future form must be designed 
such that entries may be entered electronically, and a software program 
is used to do the calculation and accuracy check. 


. A new assets declaration form must be designed with at least three 


objectives in mind: (1) The form must be simple, easy to understand, 
and only asks for necessary information; (2) It must not too burdensome 
to both the declarers to provide information needed, and the inspectors 
to inspect it; and (3) it must serve the purpose of assets disclosure and 
inspection, that is to prevent the declarers from knowingly or willfully 
providing false information, or concealing what needs to be revealed. 





4 


It is not unusual to see some state officials having to file separate assets accounts 30 or 40 times 


during their professional lives. 
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The new assets declaration form has already been designed and is ready 
to be used. 


. The new assets declaration form has incorporated several new features 
that reflect a more theoretically-sound principle of assets disclosure. One 
is that it clearly distinguishes income from wealth. Wealth is a stock 
concept whereas income is a flow concept. In other words, wealth is the 
base which generates income. But income is also translated into, and can 
be seen in the form of consumption. Therefore, as a complete identity, 
income is equivalent to consumption plus change in net wealth. This 
income concept is theoretically sound, and is accepted widely in public 
finance. Another new feature is that date of acquisition is required for 
all submitted assets so that the inspectors can have a reference point 
whereby a change in value can be correctly evaluated. Also the new form 
asks for information on other current positions of the declarer as well as 
positions in the last five years. This is important if one needs to know 
business and other personal or professional connections this person has 
on the position for which his assets account applies. 


. When income and wealth are separated in the new form, it is understood, 
then, that statements of bank accounts from commercial banks and other 
financial institutions may contain both of these two elements of personal 
acquisition. The money left in the banks will have to be checked against 
separate information on income and the value of assets to see if there 
is any consistency or inconsistency in the declaration of both of these 
items. 


. The requirement for the submission of assets and liabilities account 
one year after the termination of office is at present the major pain of 
administration. As mentioned earlier, it does not produce any effective 
finding so far that forcing the declarer to submit another mandatory 
assets disclosure account one year after leaving office is any deterrent to 
corruption while in office. In fact, the NACC has no legal right to inspect 
the assets and liabilities of this person if he or she has already left public 
service. Or even if it is found that this person has become unusually rich, 
it is difficult to conclude that this comes from corruption (or misconduct) 
while in office (because he or she is no longer in office). To make the 
implementation of this legal requirement, the group has agreed that 
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the NACC will alert all state officials who have left offices before the 
deadlines arrive so that a submission can be made on time. And also a 
simpler response form can be used if there is no change in assets, or only 
incremental changes can be reported, if and when necessary. 


7. The new system also requires a change in disclosure philosophy. In 
contrast to the usual concept that all declarers are naturally inclined 
to falsify their accounts, the opposite philosophy is true, that all 
declarers do so in good faith, with no intention to knowingly falsify 
information of their assets and liabilities.’ Under this new philosophy, 
the inspection technique will be drastically changed. There will be three 
passes of inspection. The first pass or normal pass is accomplished 
when a submitted account is checked against a checklist of satisfactory 
fulfillments (such as all relevant data are provided, the supporting 
documents are completed, the form is filed on time, all the numbers 
added up, and so on). And this normal pass is adequate for the fulfillment 
of legal inspection. But the second and third passes can also be designed 
in which a system of random accounts inspection can be instituted, and 
a specific account set aside for specific inspection if there is any reason 
to believe that a certain account is falsified. 


8. According to Section 35 of the Second Organic Act on the Prevention 
and Suppression of Corruption, the President or any one of NACC 
Commissioners can now acknowledge the proper receipt of the assets 
declaration form by signing his or her name only once at the end of the 
form. This is in contrast to the old legal requirement that the President 
or any one of NACC Commissioners must sign his or her name on every 
page of the assets declaration form. This new practice saves a great deal 
of time for commissioners to affix their names of thousands of pages just 
to observe a legal philosophy that the declarers have a natural tendency 
to cheat by altering information or numbers in their assets declaration 
forms. 





5 Section 6 of the Civil and Commercial Code of Thailand already states that Every person is 


presumed to be acting in good faith. 
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4. Summary and Conclusion: A Lesson from Thailand 


In this paper we have analysed the assets disclosure and inspection system of the 
National Anti-Corruption Commission of Thailand (NACC). We have discovered 
that the requirements for all politicians and most high-ranking officials to submit 
their assets and liabilities declaration forms at various stages of their official tenure 
have been quite strict, and the inspection of these forms by the NACC account 
officers has been quite stringent. While this practice has resulted in wide-spread 
reputation about the meticulous nature of the inspection work of the NACC, and 
admittedly the corruption-prevention implication of this assets disclosure and 
inspection system, the slowness by which this inspection practice has generated 
has given rise to a large amount of backlog of accounts waiting to be inspected. 
The situation has become quite untenable, and the present system is in dire need 
of streamlining and reform. 


This is exactly what the NACC has been doing in the last few years. 
First the NACC Commissioners have to agree among themselves that the strict 
interpretation of the law to inspect ‘the accuracy and actual existence’ of assets 
and liabilities has to change in keeping with the new philosophy that all declarers 
submit their assets declaration forms in good faith. Once this is accomplished, 
then, some regulations and administrative procedures within the NACC will be 
changed to enable the NACC account officers to adapt to new inspection rules and 
techniques. As for the new assets declaration form which has already been revised 
and ready to be used, this has incorporated several new innovative changes that 
are expected to improve the inspection performances of the NACC. For example, 
the income and wealth positions of the declarers are clearly separated so that true 
situation regarding this person is better known. Moreover, the new form also asks 
the declarer to reveal other current business or professional connections as well as 
past connections so that if there is any suspicion of conflict of interest offences, 
this information can be used to substantiate or refute it. All this is aimed at the 
fulfillment of the final objective of the NACC that assets disclosure and inspection 
system is to prevent future or further corruption from happening. 


What can be learned from the Thai experience above? Probably the first 
thing that comes to the mind of most readers is that we need to maintain a good 
balance between an enthusiastic desire for close inspection of possible wrongdoings 
of assets declarers and the number of accounts that need to be inspected at any 
one time. The assets declaration form which is the major vehicle in which these 


620 | REFLECTIONS ON THE 
THAI ECONOMY AND SOCIETY 


declarers could communicate with the anti-corruption authority like the NACC 
must be designed in such a way that, again, it balances between the wish to know 
many things and the burden of efforts on the part of the declarers to satisfy the 
official requirements and on the part of the inspectors to complete the inspection 
efficiently and in a timely manner. The balance between the declarers and the 
authority must also be considered regarding who should do what, when, and how. 
In the case of Thailand, the requirement of assets disclosure for a period after 
leaving office is both impractical and ineffective. But if the law does not allow the 
practitioner to do otherwise, procedures may be devised that reduce the burden of 
the declarers (such as the assignment of duty to the NACC to alert the declarers on 
the deadline of their additional submission, and so on). Finally, the most important 
objective of this assets disclosure and inspection still holds, that the system must 
work towards preventing corruption and misconduct in office of state officials in 
the country. 
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